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ABSTRACT 

The main thrust of the report is an analysis of 
racial unemployment differentials in the context of received theories 
of racial discrimination. Noting that the average duration of 
unemployment is similar for white and black males, the analytical 
emphasis is on the flow of new unemployment which is decomposed into 
turnover flows and conditional unemployment probabilities. The links 
between racial wage discrimination and racial unemployment 
differentials are also examined. The results include findings that 
differences in guit and layoff rates between the races are guite 
small, that the practice of wage discrimination or occupational 
segregation tends to widen racial unemployment differentials, and 
compensatory post-school training investments do not seem to be the 
main road to racial wage equality among males. The analysis did not 
support the dual market view of racial wage differences. (Author) 
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1. INTRODUCTION AND CONCLUSIONS 



The research conducted under Manpower Administration Grant No* 
91-'17-72-32 represents an analysis of the decisions by firms and individuals 
which result in unemployment, with strong emphasis on the factors which 
result in higher unemployment rates among blacks than whites. The structure 
of the analysis differs in several respects from previous analyses; 
perhaps the most important difference is the development of a research 
strategy which permits the sources of racial unemployment differentials 
to be interpreted with reference to alternative theories of racial 
discrimination which have been advanced but not systematically tested 
in recent years. Thus, a by-product of the unemployment analysis is 
a test of the predictions of the alternative theories. Other important 
features of the analysis include an emphasis on (1) the role of variables 
which are subject to influence by labor market policy, (2) the flow 
of new unemployment as the crucial source of racial differentials, and 
(3) the determinants of racial unemployment differentials at different 
stages of the life cycle. 

This final report consists of four chapters. The remainder of 
the first section will provide (1) an outline of the dimensions of the 
problem of racial unemployment differentials; (2) a review of the research 
strategies and findings of previous analyses of the problem; (3) a review 
of the explanations of racial unemployment differentials offered by 
competing theories of racial discrimination; and (4) a summary of the 
main conclusions and policy implications of the analysis. 

The remaining chapters consist of three papers which have resulted 
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from the project. The first two form the core of the analysis of racial 
wage and unemployment differentials. A sophisticated view of the unemploy- 
ment process must recognize that labor turnover and the resulting unemploy- 
ment are not independent of the wage-setting practices of employers, in 
the racial context, the black-white unemployment differential should not 
generally be viewed as independent of the extent of wage discrimination 
in the labor market. Thus, Chapter 2, "Labor Force Experience, Job Turn- 
over, and Racial Wage Differentials," examines the wage determination 
process for white and black males at different stages of the life cycle 
and analyzes the sources of racial wage discrimination. Particular 
attention is paid to the connection between an unstable past work history 
and the wage received by an individual, a relationship that is stressed 
particularly in dual labor market views of discrimination. Some of the 
results of the second chapter are then used in the analysis o' racial 
turnover and unemployment differentials in Chapter 3, "Discrimination, 
Labor Turnover, and Racial Unemployment Differentials." The final 
chapter, "Segmented Market Theories and Racial Discrimination," examines 
more directly some of the ideas expressed in segmented market approaches 
to discrimination. This paper, which has already been published, examines 
particularly the idea that residing in a ghetto tends to restrict non- 
whites to "secondary" jobs. 

Approaches to the Problem 

One of the standard observations in descriptions of racial differences 
in economic status is the persistent excess of black over vhite unemploy- 
ment rates. Indeed, with the exception of the early phases of the most 

o 
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recent recession, the aggregate ratio for males has stabilized at sllRhtly 
over 2:1 since the mid 1950*8. Moreover, the aggregate stability is 
apparently indicative of stable racial unemployment rate ratios among 
important labor force subpopulatlons, although there has been some tendency 
for the ratio for adult men to fall and the ratio for teenagers to rise 
secularly. /See Leigh and Rawlin^/. A variety of approaches have been 
used to analyze the determinants of this differential, and in the remainder 
of this section the various methodologies and principal conclusions will 
be briefly reviewed. 

Disaggregation of Raw Data 

Perhaps the earliest approach was to decompose the aggregate racial 
unemployment rate differential and examine race differentials by level of 
schooling, age, occupation and region. The regularities in ihe data are 
briefly reviewed below. 

Education . It is not clear, a prior, what the relationship between 
years of schooling and the racial unemployment differential should be. The 
most frequently- advanced hypothesis postulates a complementarity between 
schooling and specific on-the-job training which implies a reduction in 
unemployment with more schooling, (This argument depends on the notion 
that investment in specific training creates incentives to reduce labor 
turnover and hence the unemployment experienced by some fraction of quits 
or layoffs /see particularly G. Becke^/). In the racial context, if one 
feature of labor market discrimination is that blacks receive less specific 
on-the-job training per year than whites, then (absolute) racial unemployment 
rate differentials should increase with years of schooling. The data 
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are not entirely congenial to this hypothesis. 

Profiles of racial unemployment differentials by completed years of 
schooling are available from Census materials. A review of the data from 
1940 to the present revr Is a parabolic profile. For example, in an analysis 
of the 1940 Census data, H. Gilman found that in most occupations, nonwhite 
males with low levels of schooling had lower unemployment rates than white 
males, and whereas the unemployment rate for whites steadily declined with 
rising levels of education, the nonwhite rate increased with education 
through 9-11 years of schooling and then declined. Therefore the profile 
of \}^ - U^, where Uj^ and are the black and white unemployment rates 
respectively, began with negative values at low levels of education, 
rose to a peak at the high school dropout level, and then declined. 

This pattern has persisted at least through 1970. In Table 1, 
male racial unemployment differentials in 1950 and 1970 are conpared by 
educational attainment. For eadi year, tlie difference is negligible 
at high and low educational attainments and reaches a peak in the high 
school drop-out category. The data for 1970 are graphed in Figure 1 
and show that this pattern results from increasing unemployment among 
blacks with 8 to 11 years of schooling whereas white unemployment decreases 
throughout the range of schooling. Moreover, when a similar analysis 
was conducted for a sample of the population of low income areas in 
1970, the same pattern is observed. This pattern is somewhat puzzling, 
for while the general downward trend In unemployment for whites is 
consistent with the hypothesis that specific training and general training 
(e.g. schooling) are complementary, this hypothesis does not explain 
the temporary divergence of black and white unemployment rates between 



TABLE 1 

Racial Unemployment Rate Differentials CU. - U ), by Education. 

0 w 

U.S. Males, 19 SO and 1970 



Years of 
Schooling 



Full Population Sample 



Low Income Sample 



0 

1-4 
5-7 
8 

9-11 
12 

13 - 15 
16 or more 

16 

17 

18 or more 



1950 

- .2 
.3 
1.8 
3.5 
A. 7 
4.4 
3.8 
1.2 

n.a. 

n.a. 

n.a* 



1970 

- .2 

- .2 

0 



1.6 
1.5 
1.4 
.1 
.1 

- .2 

- .2 



1970 

-1.0 
.7 
3.4 
2.4 



Years of 
Schooling 

0-7 
8 

9-11 
12 

13 or 
more 



Sources: 1950 d&ta - U.S. Census of Population, 1950, Special Reports, 
Education: Table 9. 

1970 Data - U.S. Census of Population, 1970, Subject Reports, 
Educational Attainment: Table 5; U.S. Census of Population, 
1970, Employment Profiles of Selected Uow Income Areas, United 
States Summary, Urban Areas, Table 1. 



6 



FIGURE 1 

Racial Unemployment Rates and Differentials » 
by Educational Attainment* 1970 




-•iJL-- 5-7 8 9-11 12 13-14 15 16 ^i7--J;?+ Years of 

Diff* schooling 

Source: U»S» Census of Population^ 1970, Subject Reports: Educational 
Attainment: Table 5. 
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seven and sixteen years of education. The alternative hypothesis that 
employers use the degrees offered by the education system as credentials 
more persistently in the case of whites than blacks is also not well 
supported by the divergence of thu unemployment experience at the level 
of the grammar school degree and through the high school degree. 

The int'srgenerational dimension of unemployment differentials by 
educational attainment is illustrated in Table 2, where the data are 
arrayed by age groups for 1950 and 1970. Generally speaking, the shape 
of the profile is similar for each age group, although the peak unemploy- 
ment differences are highest in the youngest age group (25-29). As in 
the aggregHte data, the size of the unemployment differential for each 
age group is generally smaller in 1970 than 1950. Unfortunately, this 
observation does not greatly advance our knowledge of the causes of 
unemployment differentials generally, or the role of market discrimination 
in particular; the overall male unemployment rate was lower in 1970 
than 1950, so that cyclical conditions alone could yield a narrower 
absolute differential, even if the two-tc-one ratio was unchanp,ed. The 
data in Table 2 also indicate slight differences in the level of educational 
attainment at which the unemployment difference ;;eaked. At the youngest 
Age group the peak unemployment differential was at a lower schooling 
level in 1970, whereas at older ages, the 1970 cohort tended to peak at 
slightly higher schooling levels than the 1950 cohort. 

Age . One of the common obciervations in studies of racial discrimin- 
ation is the tendency for white jind black annual earnings to grow increasingly 
unequal with age, given the level of schooling. If this pattern were to 
be explained by growing differences in the utilization of blacks and 
whites over the life cycle, one would expect growing racial unemplojment 
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15 
16 
17 

IB-f 



TABLE 2 

Racial Unemployment Rate Differentials, by Education 
and Age, u.s. Males, 1950 and 1970 

25 - 29 30 « 34 35 - 44 



J-970 1950 1970 1950 1970 1950 

0 -1.4 .9 - .6 .8 - .7 -1.1 

1-4 -1.7 0 .2 .2 - .1 .3 

.6 - .7 1.4 .1 1.5 

8 5.9 4.4 1.2 3.1 .9 3.3 

9-11 2.0 5.8 1.2 3.5 1.3 4.4 



12 2.1 5.6 1.3 4.7 1.7 4.0 

13-14 2, 








-54 


55 


" 64 


1970 


1950 


1970 


1950 


.8 


.3 


- .5 


.6 


- .5 


.3 


.3 


.6 


.4 


1.3 


- .2 


1.3 


.6 


2.3 


.2 


2.8 


1.3 


3.3 


1.0 


2.5 


1.2 


2.8 


.1 


3.9 


1.2' 




l.ll 




.9 J 




\ 3.8 




Sources: See Table 1. 
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differences with age (along with increased racial differences in extent of 

part-time work or weeks worked). Contrary to the characteristic pattern 

of age-earnings profiles, however, age-unemployinent profiles indicate 

that racial unemployment differentials narrow with age. (See Table 2 

and Figure 2) • As is well-known, race-snerific unemployment rates peak 

early and then decline rapidly to a plateau beginning around thirty-five 

years of age. There is further decline at the oldest age groups. 

The racial unemployment rate difference (U, - U ) also reveals 

o w 

this pattern as illustrated in Figure 2. However, it is clear that the 
latter profile is a comparatively recent phenomenon which has developed 
since the mid-fifties. In order to minimize the influences of differential 
cyclical conditions on the comparisons, the data graphed in Figure 2 were 
chosen for postwar ye«ars in which the aggregate male unemployment rate was 
5»3 - 5. A percent. The data indicate that over the period in which the 
racial unemployment rate difference was widening for younger age groups, 
it was narrowing for older groups. These data imply, first, a narrowing 
of the race differential for new cohorts in each age group over 2A years. 
This may, or course, imply that in each successive cohort there is greater 
racial equality of characteristics which reduce unemployment exposure or 
a decline in employer policies which contribute to unemployment differentials. 
Nevertheless, the data also imply a narrowing in racial unemployment 
experience with the aeine of a given cohort. For example, the 25 - 3A 
year old cohort of 1960 by and large becomes the 35 - 44 year old cohort 
of 1971, and so on. On the evidence of 1960 to 1971, one additional 
decade in the labor force is associated with a narrowing of the racial 
unemployment rate differential by at least three percentage points for 
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cohorts over 24 years of age. 

In terms of the earlier decomposition of an unemployment rate, the 
fact that race-specific unemployment rates decline with age can reflect 
a decline in either the incidence or the duration of unemployment with 
age. With respect ot the former, there is ample evidence of inverse 
relationships between age and labor turnover ije.g. Chapter 3 of this 
report./. On the other hand, the average duration of unemployment seems 
to rise with age /see, for example, G, Green and J. Stinson, Table A-l^J* 
Thus the effect of declining turnover with aging and experience (and 
presumably a declining probability of incurring unemployment given 
turnover), overwhelms the effect of increasing duration of unemployment 
per spell. 

Cross~section Analyses of Unemployment Rate 

As a point of departure for more extensive analysis, note that a 
relatively high black unemployment rate can reflect (1) racial differences 
in labor force distribution (i.e., blacks may be disproportionately repre- 
sented in occupations and industries in whicii all workers have relatively 
high unemployment rates) and/or (2) a higher unemployment rate for blacks 
within a given occupational category. Conceptually, one can first determine 
the amount of the unemployment differential which can be removed via 
standardization for skill, etc., and then to determine the source of 
wi thin-category unemployment variation by race. 

To some extent this has been attempted in two papers by H. Oilman. 
In the first j^Gilman, 1961/, Oilman examined the time series behavior 
of racial unemployment rates to evaluate the "last-hired, first-fired" 
proposition. His study reveals the fairly obvious proposition that when 
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the racial unemployment ratio is stabilized at 2:1, the cyclical variation 
of unemployment in absolute numbers is greater for blacks than for whites. 
When the analysis is conducted by occupation, Gilman finds that the 
differential changes in male unemployment by race are smallest in low 
skill groups where most blacks work. The racial differences in the 
standard deviation of unemployment do seem to increase as one raov^F 
into the more skilled occupations. These observations lead Gilman to 
conclude in his earlier paper that most of the racial unemployment 
differentials are attributable to racial differences in the occupational 
and industrial distribution of the labor force. 

Oilman's later article /Gilman, 1965/ deemphasi^zes somewhat the 
amount of the racial unemployment rate differential eliminated by 
standardization. He notes that lin 1940, 1950, and 1953-61 the absolute 

» 

race differential is smaller for unskilled or semiskilled workers than 
for skilled and white collar, which is consistent with his earlier 
findings. Nevertheless, occupational standardization removed most of 
the differential in 19A0 but less in succeeding periods. Gilman then 
contributed a regression analyzing the inter-occupational dispersion of 
unemployment rates which indicated that after controlling for the influence 
of schooling, age, percent wage and salary worker, and expected unemploy- 
ment given the industry mix, blacks have a higher unemployment rate in 
white-collar jobs, but do not have a significantly higher rate in unskilled 
jobs. In general the standarization efforts eliminated only half of the 
post-war racial unemployment differential. 

Gilman also discovered a puzzling regional pattern in the unemploy- 
ment differentials: the race differential is larger in the North than in 
the South, and occupational standardization "explains" a larger fraction 
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of the male race differential in the South than elsewhere. Moreover, in 
the South the race differential is small or negative at both ends of the 
skill distribution but is substantial in the middle. The general finding 
of smaller differentials or unexplained differentials in the South is 
contrary to the predictions of the theory of discrimination, since 
prejudice is more intense in the South (unless wage discrimination 
and occupational segregation are more easily practiced in the South 
than elsewhere) • 

Additional cross-section evidence on the problem of black-white 
unemployment differentials is provided by R. Hall. In examining the 
relatively high U.S. "full" unemployment rate. Hall finds little evidence 
supporting the traditional structuralist view of extensive chronic 
long-duration unemployment, in a study of the determinants of the 
total amount of unemployment experienced by an individual over the 
course of a year, his analysis :.ndicates that (1) there are very few 
"discouraged workers" in a full employment year, (2) very few people 
who are out of the labor force £tr "unusual" reasons (i.e., other than 
health, retirement, etc.) are out for long periods of time, for follow- 
up surveys indicate re-entry within four weeks, (3) city unemployment 
rates vary directly with wages, (4) among measured unemployment rates 
only a small percent of total unemployment is of very long duration, 
(5) the main reason for the high U.S. unemployment rate at "full employ- 
ment" is turnover related unemployment. Hall generated a hypothetical 
nominal unemployment rate by making several assumptions about the number 
and average lengths of job searches by individuals of various a<5es. The 
actual unemployment rates for the white demographic groups (except for 
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women 25+) are less than the hypothetical while black unemployment rates 
are normally higher » 

Analyses Based on the Incidence and Duration of Unemployment 

The problem discussed in this section is the appropriate method of 
analysing the within-sector racial une&iployment rate differentials which 
remain after standardization for occupation* (The papers by oilman discussed 
above indicate that intra-occupational differentials may account for as 
much as half of the total differential). For many years ^ economists 
tended to emphasize problems on the demand side of the labor market 
as the main sources of the race differential. (The older literature 
is replete with statements implying that blacks are the last hired and 
the first fired or that once unemployed blacks incur a much longer period 
of unemployed job search before finding an employer who will hire them*) 
Most "explanations" of the differential implied large racial differences 
in the average duration of unemployment. 

However^ the point of departure for this study is the surprising 
finding in a series of recent pap'^rs that several important unemployment 
rate differentials # including the race differential s largely reflect 
differences in the flow or incidence of new unemployment per week rather 
than differences in the average length of unemployment* ^See R* J, 
Flanagan^ R» Hall# C. Holt and R. Smithy G. Perry^ Contrary to the 
implications of most ad ho c assertions ^ the average duration of unemploy- 
ment exhibits little variation between the races « The similarity is 
revealed in Table 3 by the data on the average duration of unemployment 



TABLE 3 



Mean Duration of Current Unemploymcrit o£ 
Survey Respondents (in weeks) 





1968 


1969 


1970 


1971 


Mhite Males 


9.4 


8.5 


9.5 


12.3 


Nonwhlte Males 


9.5 


8.7 


9.5 


12.5 


White Males, 16 - 19 


6.2 


5.6 


6.5 


8.6 


Nonwhite Males, 16 - 19 


6.5 


6.8 


7.3 


8.5 



Sources: U.S. Bureau of Labor Statistics and Green and Stinson. 
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at the time of labor force survey by race for recent years.* Particularly 
for males, the racial differences are very small relative to the unemployment 
rate differentials. 

Thus, the problem of wi thin-sector racial unemployment differentials 
becomes largely a question of explaining why the proportion of the labor 
force becoming unemployed each week is larger for blacks than whites. For 
example, the incidence of unemployment can be defined as 
I « aq + 61 + Ye 

in which I is the proportion of the labor force becoming unemployed each 
week, q is the quit rate, 1 is the layoff rate, and e is the gross labor 
force entry rate, and a, 8, and y are the proportions of each turnover 
flonf actually incurring unemployment. In contrast to traditional approaches 
to analyzing unemployment problems, the facts about the nature of racial 
unemployment rate differentials indicate that ti\e key to an explanation 
is to be found in the determinants of racial differences in the turnover 
flows which can result in unemployment and the probability of incurring 
unemployment, given that one has quit, entered the labor force or been 
laid o^f. Thus, the analysis-^of racial unemployment differentials must 
begin with an analysis of the choices of individuals and firms which 
generate the turnover flows which lead to unemployment. This is the 
approach adopted in Chapters 2 and 3 below. Moreover this revealing 
decomposition of racial unemployment differentials implies that future 
labor .-market policy should be directed at the determinants of labor 

*The average duration of completed spells of unemployment is 
generally lower in the United States, because the probability of remaining 
unemployed an additional week increases with the duration of unemployment. 
See H. Kaitz for an elaboration of this point. It is not known whether 
the pattern of unemployment continuation probabilities, and hence the 
duration of completed unemployment spells, differs significantly by race. 
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turnover , when the amount of turnover seems in excess of what is required 
for the nonnal allocation of resources in an efficient economy* 



Discrimination Theory and Racial Unemployment Differentials 



In seeking explanations of racial differences in the flow of new 
unemployment, it is natural to seek guidance from received economic 
theories of discrimination against minorities. Two main approaches to 
the theoretical analysis of discrimination have dominated the economics 
literature in recent years — the utility analysis approach and the 
labor market segmentation approach.* 

The former approach introduces prejudice into economic analysis 
by treating the racial composition of the workforce as a condition of 
employment >^See particularly K. Arrow and G. Becker {1971)/. Thus, 
employers are interested in maximizing profits and minimizing the 
proportion of minorities in the work force. Thus, an employer will 
hire minorities only if he is compensated for his prejudice. In this 
model, blacks will only bo hired if they accept a lower wage rate 
than whites of similar productivity. The limited unemployment implications 



♦The theoretical literature on imperfect competition suggests 
another approach the theory of a discriminating monopsonist. While 
this theory does predict different wage rates and eniployment levels for 
groups of equally-qualif iod workers, the source of these differences 
is inter-^group differences in the elasticity of labor supply rather 
than elements of prejudice. This model has not found widespread 
application in th'.> analysis of ricial dincriminntion in oart because 
a general abandonment of the ca*auetitive assumption of perfectly 
elastic factor supply does not seem warranted, and in part because 
the observed elasticities of supply for white and black workers at 
times imply a wage differential in favor of blacks. In the context 
of the present study, a further disadvantage is that the discriminating 
monopsonist approach does not yield any strong implications for the 
analysis of racial unemployment differentials. 
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of this model are quite simply j blacks should not incur unemployment with 
greater frequency than whites as long as they accept a sufficiently low 
wage differential so that the employer is bribed for his prejudice. In 
other words, this model predicts that racial unemployment rate differentials 
will be smallest in markets with the fewest barriers to wage discrimination 
against minorities. The main problem with this approach is the demand 
orientation of the analysis. It ignores the effect of discriminatory 
behavior on labor supply choices (e.g. , quits and labor force entry) 
and the unemployment associated with these choices. The nature of these 
deficiencies is examined at vjrcater length in Chapter 3. 

A variant of the utility analysis approach is the theory of 
occupational segregation or crowding of minorities into lower paying 
occupations ^see, for example, b. Bergmanr^. As in the theory of 
discrimination within an occupation, a prejudiced employer will hire 
minorities but restrict them to certain lower paying job categories, 
irrespective of their actual produ:ctivity. The main barrier to employ- 
ment in this model is tlie rofuslil of minorities to accept jobs for which 
they would be overqualif ied. once employed, however, the main or implied 
explanation of racial unemployment rate differentials is racial differences 
in the distribution of employments i.e., by implication blacks have a 
relatively high unemployment rate because they are restricted to occupations 
in which all races experience higher unemployment. However, as Oilman's 
work indicates, this is only half tlie explanation. 

The most recent labor market segmentation analysis of discrimination 
proceeds from a somewhat different argument. The segmentation arguments 
/see, for example M. Piore/ deny the role attributed to wages in most 
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traditional economic analysis, by asserting the importance of various 
market imperfections • Whereas the analysis of labor markets under 
competitive conditions emphasize^s the role of inter-occupational waqe 

r 

differentials in compensating ^or the differential costs of working 

I? 

in alternative occupations (e.^\, schooling and training costs, sea- 
sonality of employment, nonp^<)^iary disadvantages of work, etc.), 
modern segmentation hypotheiiff assert that the high wage jobs are 
also jobs with favorable noifXcuniary conditions of employment, while 
the low-wage jobs are also/ /unappealing in most nonpecuniary respects* 
In the dual market version (discussed and evaluated at greater length 
in Chapter 4) , the former jobs characterize a primary sector in which 
turnover is low, while the latter jobs characterize a secondary sector 
vith considerable, aimless, employee turnover and job instability. 
Two aspects of the dual market hypothesis are of particular interest 
for the study of racial unemployment differentials and the formulation 
of effective remedial labor market policies* First, the emphasis 

which the dual market hypothcsiis plvices on differences in labor turnover 

» f ■ 

between the primary and secondary sectors coincides with an important 
feature of racial unemployment differentials, although this rough 
correlation does not imply causation. To the Extent that blacks are 
restricted to "secondary" jobs they would have higher turnover, and 
unemployment. On the other hand, it should be noted that the role 
assigned to turnover in the segmentation models differs strongly from 
the role of turnover in the recent optimal search literature, in which 
quitting is for the purpose of job search and normally yields a wage 
increase. In the segmentation literature the barriers between sectors 
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are believed to minimise the probability that job changing will yield a 
wage increase* (This important feature of the modern segmentation 
literature is examined in Chapters 2 and 3.) 

The second crucial feature of the segmentation theories is the 
nature of the barriers which segment the labor market* These barriers 
form the crux of any segmentation theory, for the competitive model of 
compensatory wage differentials fails and segmentation results when 
mobility between (primary and secondary) sectors is precluded* Thus 
any theory of segmentation is ultimately rooted in the sources of 
labor market immobility* Once tho^e are clearly specified, then 
policies which erode the barriers or mitigate their effects can usually 
be formulated, in many of the recent segmentation hypotheses the 
nature of the barriers to labor market mobility are not delineated 
clearly, despite the importance of the issue* To take an extreme 
example, if employer prejudice were said to be the root of market 
segmentation, the dual labor market approach would reduce to the 
utility analyses of discrimination within and between occupations 
discussed earlier* In Chapter 4, one potentially important barrier 
to primary sector jobs~the fact of ghetto residence which is said 
to breed UAi:>table, costly work habits in nonwhites— is assessed using 
evidence from Chicago and Detroit* 

Conclusions and Policy Implications 

The issues outlined in the foregoing pages are discussed along 
with methodological and technical details of the research in detail in 
Chapters 2 4* As an aid to the reader, the main conclusions of the 
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study are summarized below along with policy implications 

Because of the importance assessing the relevance of contemporary 
theories of discrimination to unemployment flows, the empirical analysis 
of the study was structured to elucidate links between the wage discrimination 
and racial unemployment. differentials. Thus, Chapter 2 contains an analysis 
of the wage structure for whites and blacks with emphasis on the apparent 
sources of racial wage differentials, in Chapter 3 measures of wage 
discrimination developed in Chapter 2 are used with other determinants 
to analyze racial differences in quits, layoffs, and the probability of 
incurring unemployment. Chapter 4 moves from the unemployment analysis 
to a more explicit examination of some of the barriers said to be of 
importance in generating segmented labor markets. The analysis in 
Chapters 2 and 3 utilizes National Longitudinal Survey (NLS) data for 
two cohorts of males aged 14 - 24 and 45 - 59 respectively in 1966. The 
analysis in Chapter 4 utilizes data for 1960 census tracts in Chicago 
and Detroit. The main conclusions follow. 

1. After holding schooling, training, experience region, nast 
work history, etc. constant the net racial wage differential was 16 percent 
for the older NLS cohort and 6 percent for the younger cohort. For both 
cohorts the main sources of the differential were racial differences in 
tlie monetary returns to additional schooling and living in the South. 
(Chapter 2} 

2. The total or gross racial wage differential reflects differencos 
in human capital endowment, regional or industrial distribution of 
employment, etc. as well as the racial differences in the price received 
for a given characteristic. Differences in years of completed schooling 
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and the proportion of each race living in the South were the major sources 
of the gross racial wage differential. (Chapter 2) 

3. Of the alternative post-school activities, it is clear that formal 
training programs are not the only source of productive experience. Firm 
seniority, for example; yields a substantial wage differential for young 
workers in particular. Nevertheless, the wage differentials associated 
with formal training are usually the largest of the post-school alternatives 
and are relatively large for blacks. Paradoxically, the level of training 
investment is relatively low for blacks. This paradox is somewhat resolved 
for the older cohort by the fact that blacks soem particularly deficient 

in the training controlled by firms. (Chapter 2) 

4. Compensatory post-school training investments do not seem to be 
the main road to racial wage equality among the male samples in the NLS. 
Although the effect of post-school investments is usually to narrow racial 
wage differentials somewhat, differences in the level and return to these 
investments are a relatively minor source of the race differential in 
coni>arison to schooling, southern residence, and marriage, in the analysis 
of training, differences in the '.^rage paid to whites and blacks for a given 
amount of training were more important determinants of the rme differential 
than differences in the amount of training received. Thus, the impact of 
additional training on racial wage differentials will be rather small until 
discriminatory practices in the labor market which result in the racial 
price differentials are removed. Even with a color-blind labor market, 
however, the effect of additional training does not appear to be large. 
(Chapter 2) 

5. The analysis does not support the segmentation view that race 
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differentials are largely the result of the restriction of blacks to low-vage, 
high-^turnover jobs* The turnover behavior alleged to be an important charac* 
teristic of secondary labor markets in the recent segmented labor market 
literature is not a consequential source of racial wage differences^ for either 
cohort, although the return to job--changing are nonexistent in the younger 
cohort. On the other hand, these returns are positive and tend to narrow 
racial wage differentials for the older cohort. Indeed, for the older cohort, 
recent job changing is associated with high wage rates, and the magnitude 
of this effect is about twice as high for blacks. Thus, the finding of a 
positive association between job changing and the subsequent wage rate for 
this cohort is more consistent with optimal search views of turnover than 
segmentation views. (Chapter 2) 

6. Skepticism about the validity of the dual labor market model of 
segmentation as a description of tlie sources of racial differences in ecpnomic 
status is increased by the results of the turnover and unemployment analysis. 
If secondary jobs existed and were assigned to blacks, dual higher turnover 
rates should bo observed among blacks. The rJLS permits the first racial 
comparison of quit and layoff rates, and in Chapter 3 we find that these are 
remarkably similarl The quit rates are virtually identical and in the 
absence of wage discrimination and occupational segregation, the white quit 
rate would exceed the black quit rate. There is some evidence that the black 
layoff rate of sc^cwhat higher than the white rate. 

7. Contrary to the standard utility analysis of discrimination, the 
regression analysis indicates that accepting a wage or occupation below that 
dictated by experience and training does not afford protection against layoff 
for blacks. However, the effect of wage discrimination and occupational 
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segregation is clearly to raise the probability of black quits, and the 
magnitude of this effect is particularly large among younger workers. Thus* 
the not effect of labor market discrimination is to raise the total separa- 
tions rate for blacks ralative to whites. (Chapter 3} 

8. The main factors accounting for racial differences in the flow 
of new unemployment for males are the higher layoff propensity among blacks 
and the fact that black quits are more likely to incur unemployment than 
white quits. The probability of incurrimjr unemployment is about the same 
for blacks and whites who are laid off their job. (Chapter 3) 

9. The results are not consistent with the view that blacks are 
inherently less stable employees, but for the younger cohort there is some 
evidence that blacks are assigned to relatively unstable jobs. (Chapter 3) 

10. The monetary returns to schooling and experience are not usually 
low for nonwhites living in highly segregated urban areas. Analysis of 

data for Chicago and Detroit indicate tliat if anything the return to schooling 
seems to be higher for nonwhites living in relatively segregated census 
tracts. This finding is not conaistont with the view that residing in a 
ghetto results in the development of costly, unstable work habits. On the 
other hand, the finding cannot be interpreted as indicating no differences 
in economic status between nonwhites who live in the ghetto and nonwhites 
living in less segregated areas. In fact, the set of chacteristics (partic- 
ularly level and quality of schooling) that an individual brings to the 
market is influenced by urban housing ; . . - Ration. However, for a given 
set of characteristics , the market productivity of blacks is apparently not 
depressed by the fact of ghetto residence. (Chapter 4) 
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lABOR FORCE EXIERIENCE, JOB TURNOVER, AND RACIAL 
WAGE DIFFERENTIAIS 

by 

Robert J. Flanagan 

After over a decade of research, the determinants and some of the con- 
sequences of measureinents of racial wage discrimination or discrimination 
coefficients are still a matter of professional debate. In part this is a 
conseq.uence of the residual nature of many of the reported measurements; in 
part, the reported persistence of racial wage differentials despite the gen- 
eral equilibrium predictions of the standard utility analysis of discrimina- 
tion have reinforced broader dissatisfactions with the state of wage structure 
theory. One strain of the debate, which has been sustained by substantial 
public investment in education and training, concerns the emphasis which 
should be given to theories in which individual wage differences depend on 
the magnitude and timing of investments in schooling, training, information 
and other forms of human capital. 

The purpose of this paper is to determine the influence of alternative 
forms of human capital investments, relative to other contributory factors, 
on observed rstcial differences in hourly wage rates» Clearly a part of the 
gross racial wage differential is attributable to a relatively low black en- 
dowment of schooling, training, experience, etc. But within the limitations 
imposed by the data, these influences axe normally held constant in studies 
which use a dummy variable for race to measure a net racial wage differential. 



-2- 



Bie dxxmy variable approach, however, obscures the sources of measured dis- 
crimination coefficients by assujning the same wage structure for each race, 
whereas residual racial wage differentials reflect the fact that a given 
characteristic is paid a different price depending on the race of an indi- 
vidual. Although many <gpntemporary public policy efforts are directed to- 
ward narrowing some of the difCerences in endowmant, ouch of the gross dif- 
ferential is attributable to the difference in wage structures, about which 
surprisingly little is known beyond the observation that the rate of return to 
schooling is lower for blacks than whites. In this paper the analysis of dis- 
crimination coefficients will be extended by an detailed decomposition of the 
gross race differential into differences in endowment and differences in wage 
structure. 

Although the analysis is restricted to males, it is applied to random 
samples of two age groups for which racial wage differentials diverge con- 
siderably. The samples consist of men aged I5 to 25 years and k6 to 60 
years in I967 respectively and are drawn from the National Longitudinal Sur- 
veys of these cohorta. Cross-section earnings -experience profiles show that 
with schooling held constant, the racial earnings gap is smallest for indivi- 
duals in their early market experience! Moreover, recent evidence indicates 
that the advances in relative economic status made by blacks during the sixties 
were mainly in the younger age groups, while older blacks made very little rel- 
ative advance (Freeman, I973). 

The results also elucidate the role of recent job turnover on the wage 
rates of whites and blacks. Interest in this relationship stems from the 
contemporary debate over the role of turnover, particularly quit behavior, 
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in the labor market. Developments in search theory treating inforination 
as an investment predict that q.uits will normally lead to higher wage rates, 
whereas recent segmented labor market formulations view turnover as a char- 
acteristic of Jobs and workers in a secondary labor market in which wage and 
occupational advancements are limited. In these latter hypotheses turnover 
• is often symptomatic of movement from market to nonmarket activities of varied 
legality which yield more satisfactory returns. 

Specification of Human Capital Investments 

Past studies of the wage structure, lacking data on explicit forms of 
human in-^testment, have relied upon years of potential labor force experience 
as a proxy for human capital accumulation and have chosen functional forms 
which capture the profile of an optimal lifetime investment pattern. Although 
it is commonly observed that for a given schooling level, the experience- 
earnings profile of blacks is lower than for white males, this result is con- 
sistent with several possibly complementary hypotheses. Blacks may not invest 
as much in themselves (possibly, as with schooling investments, because the 
return to such investments is lower than for whites). Secondly, firms may not 
invest as much in blacks, either due to prejudice or to personnel decisions 
based on criteria which generate "statistical" discrimination. The relatively 
flat profile for blacks may also reflect occupational segregation — a pre- 
ference for promoting whites over blacks of similar qualifications. Finally, 
a given number of years since school completion is consistent with great 
variety in the quantity and quality of market arid nonmarket experience, as 
recent analyses of male-female wage differentials have emphasized. 

o 
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In pursuixig the influence of human investaents in racial wage differen- 
tials, the emphasis of this paper shifts from the contribution of alternative 
schooling investments, ytich has already received considerable attention, to 
alternative varieties of post- school experience. Although the role of school- 
ing is not ignored, primary emphasis is on the following (juestions: What 
types of post-school experience yield the highest return? To what extent does the 
investment in and returns to alternative forms of labor market experience 
tend to widen and narrow racial wage differentials? For the samples avail- 
able, the data provide information on the following types of human capital 
investment: years of schooling, length of experience with the respondent's 

current employer, length of labor force experience with other employers, 

2 

and length and composition of post-school training. Within each cohort 
these issues were pursued by estimating regressions of the log of the hourly 
wage rate on human investments and several other characteristics (all variables 
are defined in Table 1) . 

Several experiments yere performed to determine the appropriate specifi- 
cations Tor the human capital investiaants associated with employment exper- 
ience before the final wage equations were estimated. As expected, given the 
age range of the samples, the familiar quadratic specification of potential 
labor force experience (age minus years of schooling minus school entry age) 
was not significant. However, the data permit a more detailed investigation 
of the productivity of alternative post-school investments. One issue which 
was examined was whether formal training programs represent the major form of 
investment associated with labor force and firm experience . In the initial 
experiments, regressions were run to determine whether years of training and 
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years of experience (seniority) with current employer had separate influences 
on wages. For both cohorts and for each race, the two variables have strongly 
independent effects. Ohe coefficients of each variable remained insensitive 
to the addition of the other in wage equations, and the precision with which 
each of the coefficients was measured increased when both variables vfere in- 
cluded in the regression. A second finding of the experiments on the older 
male sample was that while the linear specification of the firm experience or 
seniority variable was superior, a quadratic specification of the total years 
of training variable produced better results. Additional years of training 
first increased but later had a negative influence on the wage rate I ^ 

In the younger male cohort, the quadratic specification was lareferable 
for both total training and firm experience (or firm seniority) for whites 
but for the total training variable on]y for blacks. Contrary to the findings 
for older males, the quadratic earnings-training profile reflects diminish- 
ing returns to some types of training as well as the composition of training 
itself. For this sample, other labor force experience, defined as Age-Firm 
seniority-schooling-school entry age, is also significant. 

Following contemporary human investment theory, an individuals wage 
should also reflect investments in information and migration. Since no 
persuasive direct test of a respondent's knowledge of labor market alterna- 
tives was available, the analysis was restricted to variables for the number 
of years in current residence and distance moved over the past year, which 
reflect recent migration. However, knowledge of local eii?)loymBnt and wage 
options should increase with the length of tiute spent in a labor market, 
and the coefficients on these variables may reflect returns to information 



ERIC 



-6- 



as well as returns to migration. On the other hand, the variables may also 
reflect t,he influence of nonpecuniary returns to one's present location and 
thus "be associated with lower earnings. 

Results 

On the basis of these experiments, wage eq.uations were run for each 
cohort on saiaplea of blacks, whites, and both races. Regressions with the 
total training specification axe reported in Tables 2 and 3.^ Mean values 
of the explanatory variables are included with the regression coefficients 
for each sample. 

Blacks generally report smaller school and post-school investments 
than whites. In the case of schooling, the relatively low investment appears 
rational in the sense that for both age groups, the return to schooling for 
blacks is one-third the return to whites. For post-school experience and 
training, however, black investments are lower despite the fact that the 
measured returns to firm experience and total training are higher for blacks. 
When the influence of specific sources of training is exajnined it is clear 
that (a) on average, blacks acquire less training than whites in all training 
categories, (b) for the older male cohort the ratio of black to white training 
is lowest for the company training — the only category controlled by employers, 
(c) for older males the returns to training by category are larger for blacks 
than whites, although the estimates for blacks all fall below normal standards 
of statistical significance, (d) training in the armed forces and in post-school 
vocational and apprenticeship programs shows the smallest and least significant 
relationship to earnings and (e) for the younger cohort, only compajiy and mis- 
cellaneous training are significant, and the returns for these categories seems 
larger for blacks than whites. 
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TABIE k 



MARGINAL VAUJE OF ONE ^EAR OF 
ALQERNATTVE HUMAN INVES!1MENTS 



SCHOOL 
ORAINING 
SENIORITY 
OTHER IF EXFESR 



Males. lk'2k 
White Black 

.059 .0^3 

.07^^ . 133 

.091 .050 

.019 .020 



Males. 45- 5Q 

White Black 

.060 .024 

.051 .086 

.014 .on 

a a 

n.s n.s 



n.s. = not significant. 
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Ihe proportional wage differential associated with one additional year 
alternative human investments to blacks and whites in each age cohort 
is reported in Table k. Within each cohort the black-white pattern of 
returns is the same: Whites receive a proportionately greater return for 
schooling and seniority with an employer; blacks receive proportionately 
greater returns for training investments. But in the younger cohort, both 
races report returns to post- school investments that are generally superior to 
the return to schooling. Both training and seniority offer larger returns 
to whites, and while a black might be indifferent between an additional year 
of schooling or experience with a single firm, the return to training is 
clearly preferable to the other options. For the older cohort the differences 
are smaller, with schooling yielding the largest proportionate wage differ- 
ential for whites. The relatively high (but transitory) returns to post- 
school experience at an age when there is a shortage of training and senior- 
ity, is one source of relatively early school departures. Once out of 
school, the data confirm a definite hierarchy in the qtualil^ of experience, 
with formal training programs preferable to firm seniority which yields 
higher monetary returns than work experience with previous employers. In- 
deed, additional schooling is preferable to the general labor force ex- 
perience. 

Clearly the most striking result is the paradox of relatively high 
returns but relatively low investment in training for blacks. To some 
extent the investment differences reflect employer decisions on the allo- 
cation of company training which could be compensated for by public man- 
power policies or reversed via the widespread enforcement of anti -discrim- 
ination neasures such as Xltle VII of the Civil Rights Act. Nevertheless, 
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_the equalization of training investments will have a relatively small im- 
pact on racial differences in economic status, as the subsequent analysis 
\dll indicate. 

Reviewing results for other variables, we find a substantial southern 
differential, particularly for blacks. For both races, however, the southern 
differential is proportionately greater for the younger cohort. For exampla, 
the hourly wage rate of blacks in the older cohort is one -third lower in the 
South than i i the Northeast and North Central (reference) regions, while 
for younger blacks the differential is k2 percent. The common competitive 
explanation that equilibrium regional money wage differentials should re- 
flect regional cost-of-living differentials is not sufficient to explain 
two puzzles— the differential impact on white and black wage rates, and the 
relatively large impact on wage rates in the younger cohort. The most com- 
mon explanation of the former puzzle is the existence of relatively greater 
discrimination against blacks in the South, although to hold in general 
equilibriiim the explanation requires a greater similarity of discriminatory 
tastes across employers in southern labor markets than elsewhere.''' 

Interestingly, of those in both cohorts reporting that health inhibits 
the kind of work they can perform, only whites suffer a significant earn- 
ings loss. It is possible that a health impairment in whites yields lower 
wages by retarding occupational advancement or requiring movement to a lower 
wage occupation. To the extent that blacks already experience occupational 
segregation, given their human capital endowment, a health ioipairment might 
have little marginal impact on occupational position and wages. We expected 
the migration variable for the older cohort (length of time in current resi- 
dence) to be positively related to the log of the wage rate on the hypothesis 
that wage information grows with experience in a labor market. However, 
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the present result is more consistent with the findings of relocation 
studi L cf workers in this age group than with search-theoretic notions 
that "tourists pay dear." Although the effect is quite small (one tenth of 
one percent of the hourly wage per year), there is a tendency for wages to 
fall with length of residence. The results suggest that the variable instead 
reflects the influence of nonpecuniary returns to location. In the regres- 
sions for younger males, the migration variable is also insignificant. 

One of the more interesting results in this study is the magnitude 
or the influence of marital status on the wage rate received by a male. 
Even with effects associated with marriage already specified in the equa- 
tions (experience, employment stability, etc.) married whites and blacks in 
the older cohort earn 23 percent and Ik percent more, respectively, than un- 
married men of otherwise similar characteristics. For the younger cohorts 
the wage differential associates with marriage is I9 percent and 11 percent. 
Although there is some tendency to rationalize a positive market return to 
marriage as the result of some employer personnel policies in which marriage 
may be used as a credential, this type of nepotism argument encounters general 
equilibrium problems which are familiar to students of discrimination: If 
there are no differences in the ability of men who differ by marital status^ 
employers practicing nepotism would find themselves at a competitive dis- 
advantage with employers specializing in the employment of single males. 
For males, marital status may act as a sorting process which can be used to 
identify costly characteristics (e.g. turnover and absenteeism). 
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Ihe results for the influence of the number of employers in the past 
year are of interest because they seem to contradict recent dual labor 
market formulations— at least as they might apply to the older male group.' 
Recent job changing is associated with higher wage rates and the magnitude 
of this effect is about twice as strong for blacks, who gain about eight 
percent for each employer change in the past year! Moreover, for this co- 
hort, the racial difference in employmant instability, as ineasured by em- 
ployer change, is negligible, with the mean ntanber of employers in I965 
being I.I7 for whites and l.lB for blacks. For younger males, however, 
the relationship between job changing and the wage rate is not significant, 
a finding which is consistent with the dual labor market view that turnover 
in secondary markets does not yield market wage advancement, or alterna- 
tively with the view suggested by findings of several local labor market 
studies (e.g., A. Rees) that search decisions at the blue collar level are 
motivated by differentials in nonpecuniary working conditions more than -/rage 
differentials. Blacks do record a somewhat higher mean number of job changes, 
but this reflects a higher nmber of layoffs rather than vol"untary qults.^ 

Bie effect of being in public employment worked differently for the 
races in I966, depressing the wages of whites in both cohorts below wa^es 
earned in the private sector by individuals with similar attributes, and 
rai sing the wages of blacks in the older cohort ordy above what they would 
be paid in private en^jloyment. The findings for the older cohort in partic- 
ular are consistent with the view that market discrimination is greater in 
the private economy. Given the magnitude of the discrimination coefficient 
(lo percent in regression on both races) it was possible for blacks to earn 
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more where discrimination was less while whites earned less (possibly 
trading wages for job security). The construction variable, which was in- 
cluded to control for the effect of industry before estimating the relation 
between wages and the number of jobs held in the past year, indicates tiiat 
both races earn about 25 percent more per hour in construction, ceteris 
paribus . Moreover, a relatively large proportion of the black population 
is in the industry. 

The Influence of Occupation 

The specifications discussed above presume a long-run equilibrium in 
which occupational wage differentials reflect the levels and returns to 
investments in schooling, training, and experience. There may, however, 
be additional occupational wage differentiation to the extent, for example, 
that some productive attributes are not specified in the equation, that 
there are important nonpecuniaxy differentials among occupations, or labor 
market segmentation is ciifficiently strong that rentr» are earned in some 
occupations. Indeed, one branch of the literatxjre on racial disci'imination 
eniphasizes the importance of occupational segregation in generating racial 
earnings differentials (see B. Bergmann). One's view of the effectiveness 
of schooling and training investments in narrowing racial differences in 
economic status is conditioned in part by the extent to which these invest- 
ments can be expected to erode occvpational segregation as well as yield 
earnings gains within an occupation. 

The measurements reported in Tables 2 and 3 obscure this issue by 
combining within-occupation and between-occupation returns. The issue 
can be clarified by adding occupational dumnor variablsG to the model and 
reestimating the regression, A comparison of the new set of coefficients. 
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ref Meeting within-occupation returns to schooling, training, etc., with 
the original coefficients will provide an estimate of the proportionate 
wa^ differential due to occupational advancenent. A similar comparison 
for race will indicate the extent to which occupational segregation generates 

Q 

racial wage differentials. 

A comparison of the coefficients in the two sets of regressions indicates 
that e-ven this mini imam estimate of the impact of occupation is substantial. 
For exan5>le, in the regressions on whites and blacks combined, the net 
racial wage differential (as measured by the race duxmy) narrows from l6 
percent to 9.6 percent for the older cohort and from 6 percent to k percent 
for younger cohort, indicating that ko percent and 33 percent of the net 
racial hourly wage differential in the respective cohorts is due to the seg- 
regation of blacks into occupations in which races receive lower wages. ^ 

Kiese comparisons also elucidate the structure of discrimination in 
more detail. If the returns to schooling, training, etc. in the earlier 
regressions reflect in part occupational advancement associated with these 
investments, the returns should fall when occupation is specified. In fact, 
the returns to schooling, training, experience, and marriage for the older 
cohort do fall significantly with the specification of occupation, but 
mainly for whites . For blacks, investments in schooling, training, etc., 
were not sufficient to overcome the forces of occupational segregation, 
although they did yield some incremental earnings within occupational 
categories. For whites in this cohort 3I percent of the return to schooling 
and kk percent of the return to training was due to advancement into higher 
wage occupational categories. In the younger cohort, occupational advance- 
ment was a negligible part of the returns for each race, as would be expected 
given the short length of experience. 
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It was expected that the inclusion of occupation would also reduce 
the southern wage differential. However, for blacks there was no change 
in the wage differential associated with southern residence. On the other 
hand, the size of the differential increased for whites, indicating that 
for given personal characteristics and investments, whites tend to he em- 
ployed more frequently in higher paying occupations in the South than else- 
where . 

The Sources of Racial Wage Differentials 

These regressions are of interest mainly for what the wage structures 
they describe reveal about the sources of racial wage differentials. The net 
race differentials, as measured by the dumi^y variable for race in the equations on 
pooled data for both races, are l6 percent for the older cohort and 6 per- 
cent for the younger cohort, confirming the cross-section age profiles of 
racial wage and income differentials noted in other sources. Nevertheless, 
these measurements tell us little about the sources of racial wage differences 
and discrimination per se, in part because the dumiqy variable approach ab- 
stracts from differences in the wage structure faced whites and blacks. 
A more revealing approach involves decomposing the gross mean racial wage 
differential, - W^, into two parts: (1) \ ' \ f ^"^^ proportion 
attributable to racial differences in the msan value of specified character- 
istics, and (2) - W^, the proportion attributable to the fact that 

whites and blacks receive different prices for given charact' ri sties. 
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Ihe crucial variables are defined: 

"b - p \ * 

in which and are vectors of mean values of the independent vari- 
ables, and a and p are vectors of associated regression coefficients 
for whites and blacks respectively. is therefore the mean wage rate 

which blacks would earn if they were paid accoraing to the white wage 
structtire and is estimated by substituting the mean values of the explanatory 
variables for blacks into the white regression equation and computing the 
resulting log of the wage rate. 

The decomposition analyses for each cohort appear in Tables 5 and 6 . 
Column (l) of each table reports the contribution of each characteristic 
to the actual log of the black wage rate, and the summation yields W^. 
Column (2) contains a similar breakdown of W^. In column (3)> is 
generated as described above, and the remaining columns report the effects 
of different means and different prices for each variable. 

For the older cohort, the gross racial wage differential amounts to 
k2 percent, of which just over two -thirds is due to racial differences in 
characteristics (W - W *) / (W - W. ) .ExoMning first the effects of dif- 

W D ' W D 

ferent means reported in column {k) of Table 5, it is clear that the 
difference in mean years of schooling is the main influence widening :he 
racial wage differential. The fact that blacks in this cohort are found 
relatively frequently in the South, and are less frequently married has 
a significant but secondary influence. The role of racial differences in 
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post-school experience— the fact that blacks have less training and 
seniority— is even less influential. Moving to the effect of different 
lacices summarized in Column (5), differences in the return to schooling, 
southern location, and marriage are the main factors widening the racial 
wage differential. Indeed, although price differences are not the major 
source of overall racial wage differentials, they play the predominant role 
for these three variables. 

However, a numoer of features of the wage structure tend to narrow 
racial wage differences. Foremost aaong these i|f^\he fact that each previous 



does not coincide well with dual labor market visions of racial wage discrimina- 
tion, although it does suggest that blacks may search more effectively or 
face a wider wage dispersion. The returns to firm experience (seniority) 
and training are also gi'eater for blacks, although whites in this sample 
report iiE'-**e of both types of human capital. Finally, as indicated earlier, 
the effect of government employment is to narrow the wage differences* 

For the younger cohort the gross racial wage differential amounts to 
28.5^, of which about three- quarters is due to the effects of different 
ittsans and one- quarter reflects different prices. IHie effect of racial dif- 
ferences in schooling, firm experi'ince, southern location, and marriage, 
according to the analysis in Column {k) of Table 6. With the exception 
cf firm experience, which plays a much greater role in the racial wage 
differences of the young, these are the same factors which were predominantly 
responsible for the much larger racial wage gap in the older cohort. A 
similar result is found in Column (5). Racial differences in the prices 




job is worth more to blacks in this age cohorl; than whites, a result which 
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paid for characteristics are again greatest for schooling, southern residence, 
firm experience and marriage where the endovmsnt differences are largest. 

Conclusion 

In the area of racial discrimination, post-war policy efforts have 
followed two complementary strategies. A series of manpower programs de- 
signed to advance the sldll, experience and job information of the dis- 
advantaged has grown simultaneously with the development of a nationwide 
fair employment practices policy embodied in Title VIII of the Civil Rights 
Act of 196^4-. Yet both of these approaches have developed in something of a 
vacuum of knowledge of the variety of forces generating aggregate measure- 
ments of discrimination. 

The present paper seeks to estimate the value of alternative forms 
of post-school experience for whites and blacks and to isolate important 
differences in the wage structure for each race which are the source of 
net racial wage differentials. The analysis indicates that the single most 
important source of racial hourly wage rate differentials is, as emphasized 
by earlier investigators, the lower level of and return to black schooling 
investments. Ttie difference in returns among the older cohort is partially 
attributable to the fact that only whites experience occupational advance- 
ment as a part of the return to their investments. 

Among alternative post-school activities, it is clear that formal train- 
ing programs are not the only source of productive experience, for younger 
workers in particular obtain substantial independent returns to firm senior- 
ity. Nevertheless, the wage differentials associated with formal training 
are usually largest of the post-school alternatives, and are relatively 
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large for blacks, although paradoxically the level of investment is relative- 
ly low. This paradox is somewhat resolved for the older cohort by the fact 
that blacks seem parti cularOy deficient in the training controlled by firms. 
However, the analysis does not indicate that compensatory post-school invest- 
ments are the main road to racial equality. Although the effect of post- 
school investments is usually to narrow racial wage differentials, dif- 
ferences in the level and return to these investments were a relatively 
minor source of the differential in comparison to schooling, southern resi- 
dence, and marriage. Moreover, the differences in return to these variables 
were the predominant determinants of the differential for both the younger 
and older labor force cohorts. 

At the same time, the analysis did not support the view that race dif- 
ferentials are largely the result of the restriction of blacks to low-wage, 
high tiarnover markets. !Ihe twnover behavior alleged to be an important 
characteristic of secondary labor markets in the recent segmented labcr 
market literature is not a conseq,uential source of racial wage differencer 
for either cohort, although the returns to job changing are nonexistent in 
the younger cohort. On the other hand, these returns are positive and tend 
to narrow racial wage differentials for the older cohort. These findings 
can not of course, be viewed as a definitive test of recent segmentation 
hypotheses, but they do sxiggest that any labor market segments which may 
exist within an age group are^not defined by differential turnover flows. 
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Coaments by participants in the Lalaor Workshops at the University 
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Grant No. 9I-I7-72-32 from the Manpower AdJninistration, U. S. Department 
of labor, but points of view which are e:^ressed do not necessarily re- 
present the official position or policy of the Departnent of Labor. 



p.973] indicates that the experience-earnings profiles describe narrowing 
racial differences for successive labor force cohorts rather than life- 
cycle phenomena experienced by each cohort. 
2 

The more vague potential experience specification pioneered by- 
Jacob Mincer would not be particularly fruitful in the empirical analysis, 
because the cohorts in the National longitudinal S urveys capture only slices 
of the total age or experience profile. 
3 

"'lEhis imexpected finding could reflect diminishing returns to train- 
ing or simply the composition of training itself. For example, the profile 
would be observed if those with the largest autounts of total training have 
relatively large amovuats of training or which the market places a low valu- 
ation. Armed forces training, which cannot always be reduced Indefinitely 
by individual choice, provices an example of the latter. One method of test- 
ing the competing explanations of the total training profile is to examine 
the relative performance of linear and q.uadratic specifications of variables 
representing the duration of several types (sources) of training. If 




evidence in studies such as Welch [19713 or Freeman 
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diminishing retijrns is important within categories of training, the quadratic 
specification should be stronger. In all cases, the linear specification was 
preferable, suggesting that the compositioxi of total training accounts for 
the parabolic profile. 
k 

The results of similar regressions with training disaggregated by 
source axe not reported, but are available team the author. 

r 

''The data in Table k and the regression coefficients on which they are 
based should not be interpreted as rates of return to the investments, for 
they are not estimated from data for a full life span. 

Thurow reported a similar reversal in a differently formulated study 
of i960 Census data. 

■7 

A related explanation is that tiie human investment variables entered 
in the equation do not fully capture the market productivity or criteria 
which wages are determined for an individual. If there is additional 
wage variation associated with one's occupation, then greater occupational 
segregation of blacks within the South would produce the observed result. 
Diis possibili-ty is explored below. 

8 

Differences in the wording of the siirvey qtuestionnaire led respondents 
in the older cohort only to count their current employer in their replies^ 
resulting in the higher means for Na JOBS for older males* 

Q 

However, since the occupational dumnor variables are for broad occupa- 
tional categories (managers, clerical, etc.) the returns to occupational 
advancement will be understated. Indeed, the distinction between withii> 
occuption and between-occupation returns will always be somewhat arbitrary • 

^^Because of the length of these regressions and their similarity in 
structure to those in Tables 2 and 3, the results axe not reported here but 
]E[y^Qailable from the author on request* 
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DISCRIMINATION TilEO. 

UNEMPLOY. 



\liOR TURNOVER, AND R.\CIAL 
DIFFERENTIALS 



by 

Robert J. Flanagan 



The recent literature on the economics of racial discrimination has 
concentrated on racial earnings differentials and their determinants. Yet 
one of the most commonly cited features of racial economic differences is 
the fact that the black unemployment rate is regularly twice as high as the 
white. Moreover, the stability of the aggregate unemployment differential, 
which reflects the general stability of the ratios for demographic components 
(Duane Leigh and V. Lane Rawlins) , throughout a period of substantial insti- 
tutional change intended to narrow racial differences in economic status 
raises questions concerning both the determinants of the unemployment differ- 
ential and the efficacy of some of the remedial programs. 

The fact that the stability in the unemployment ratio is observed in a 
period in which students of racial earnings differences find little evidence 
of a long-term decline in wage discrimination for males (despite a presump- 
tion that competitive forces should tend toward a reduction in discrimination) 
is surely not coincidental. (See, for example, Richard Freeman, Wayne Vroman.) 
Indeed this inference of complementarity between racial earnings and unemploy- 
ment ratios is supported by studies reporting that the distribution of weeks 
of employment is a major determinant of the distribution of annual earnings.^ 
In contrast to the causality implied in the earnings distribution irodcls, 
however, this study investigates the feedback from wage differentials to 
unemployment experience. 
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A natural approach to establishing a link between racial wage and 
unomployinent difrerentials is via discrimination theory. Yet the literature 
reveals little intersection between theoretical analysis of discrimination and 
empirical studies of racial uneinploynent differentials. The former rarely 
develop extensive implications for unemployment and the latter rarely attempt 
to relate their observations to alternative theories. One purpose of this 
paper is to review the apparent implications of the alternative theories of 
discrimination for unemployment and relate the findings to them. 

The practice of discrimination by various agents and institutions in 
the market vill impose higher unemployment rates on blacks to the extent that: 
(l) the tendency of discriminatory behavior to result in occupational segre- 
gation restricts blacks to occupations in which unemployment is relatively 
high for all races, and (2) blacks experience relatively higher unemployment 
rates within most occupations. 

Among contemporary discrimination theories, the first of these possi- 
bilities is implicit in theoretical formu3.ations of occupational segregation 
(see particularly Barbara Bergmann). Unfortunately, this approach yields 
few implications on the sources of variation in racial unemployment differ- 
entials. By itself, this theory does not explain wliy the unemployment rate is 
relatively high in some occupations. Moreover, if occupational segregation were 
the main source of racial unemployment differentials, the explanation of these 
differentials across labor markets would rest on differences in discriminatoiT 
"tastes" or correlates thereof, a question v/hich has received very little 

attention despite its status as the foundation of contemporary extensions of 

2 

economic theory into the explanation of discrimination. 

Nevertheless, the influence of occupational segregation is not the full 

* 

explanation. Indeed, an analysis by Harry Oilman indicated that only about half 
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of the racial unemployment differential was attributable to racial differ- 
ences in the occupational distribution of employment. The problem of within- 
occup&tion une.T.ploiTnent differentials leads to a consideration of the unemploy- 
ment implications of the standard utility analysis of discrimination associated 
vdth important work by Arrow and Becker. The emphasis in these theories is 
on racial wage rate differentials as a source of compensation for 
prejudice. To the extent that employers are able to practice wage discrimina- 
tion, the hire or layoff probabilities facing blacks should not differ.^ 

The third approach is suggested by recent versions of segmented market 
theory (e.g., Piore), These hypotheses postulate a market duality in vhich 
vages fail to corspensate for pecuniary and nonpecuniary costs of employment. 
Jobs in the primary sector are characterized by high wages, generally agree- 
able working conditions, promotion opportunities, and job and worker stability, 
whereas jobs in a secondary sector are characterized by low wages, poor 
conditions and high job and worker turnover. Some expositions eu^jhasize 
considerable movement between market work and nonmarket activity of varying 
degrees of legality. The role of labor turnover is therefore quite different 
than in recent formulations of labor market information theory (e.g., McCall). 
In the latter, turnover is followed by a period of generally "productive" 
ixnemployment in vhich the individual searches for a preferable wage rate or 
package of nonpecuniary benefits. In the market segmentation case, however, 
turnover is apparently more apt to be the result of ^ instability end less 
apt to be associated with the wage advance associated with search-motivated 
turnover. 

In an important earlier investigation of this topic Oilman 
standardized for several presumed influences on male unemployment rates and 
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found that inequalitj' in the occupational distributions between nonvhiie and 
white male workers accounts for less than half of the difference in their 
uneRiployncnt rates. Moreover, a regression analysis of the interoccupational 
dispersion of unemployment rates indicated that, after controlling for the 
influence of education, age, per cent vage and salary employees, and the 
"expected" unemployrient rate given the industrial distribution of employment 
in the occupation, blacks have a significantly higher unemployment rate in 
more skilled occupations only. Since racial earnings ratios decline at higher 
skill levels, this finding frojn the occupational data yields the interesting 
in^plication of a positive interoccupationaJ. correlation between racial unem- 
ploynient differentials and presumed racial discrimination.** 

However, the analysis also raises several puzzles concerning the links 
between discrimination and unemployment. These include GiLTian's finding that 
the proportion of the racial unemployment differential explained by occupa- 
tional standardization fell from 19U0 to 1950, and the finding that the 
uneirployment differential is relatively low in the South where racial wage 
discrimination is relatively high. The interregional and time series evidence 
of a negative relation between racial wage and unemployment differentials 

clearly conflicts with the interoccupational evidence cited above and requires 
5 

an explanation. 

Giliflan*s explanation of these patterns rests on a "wage rigidity 
hypothesis." Following the utility analysis of discrimination, racial unemploy- 
ment rate differences should be relatively low where there are a few institu- 
tional constraints on the efforts of employers to seek compensation for their 
prejudice by paying blacks wage rates lower than the marginal product of labor, 
and Oilman argues that the constraints imposed by unions and minimum wage laws 
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are wenkcst in the South. Th5s explnnntion rr.ises several problems, however. 
Some of the evidence in the Oilman study is not congenial the wane rigidity" 
argument.^ Eut of potentially ci'sater importance is the fact that the argu- 
ment is liaited to unemployment resulting from employer decisions. As 
derconstrated below, this is a relatively small proportion of unemployment and 
of unemployment differentials. Indeed, I s}iall indicate below that explana- 
tions based solely on the utility analysis approach reflect a misunderstanding 
of the nature of racial unen5>loyment differentials and by ignoring the role 
of supply behavior overlook empirically important mechanisms by vhich the 
practice of vage discrimination (and occupational segregation) can increase 
racial unemployment differentials. 

In Section I below some recent developments in the decomposition and 
analysis of unerployment are reviewed. In Section II a model of turnover 
and unemployment is developed, incorporating measures of discrimination. The 
estimation problems presented by this model are discussed in Section III, 
and en^irical results are presented in Section IV. 

I. Recent Dcvolopments 

The foundation of the subsequent analysis rests on two recent findings, 
which received insufficient emphasis in older unemployment studies generally, 
and studies of racial unemployment differentials in particular. 

First, when the unemployment rate is disaggregated by source, it is 
apparent that the majority of unemployment is initiated by the choices of 
individuals (to quit a job or enter the labor force) rather than the decisions 
of firms (to lay off workers), suggesting that earlier demand-oriented analyses 



of cross-section and time-series unemployment differentials were too restrictive. 
[See, for example, R. Hall (1972) and G. Perry (1972), M. Feldstein.] 

Second, modern unemployment analysis emphasizes the iinportance of 
distinguishing between the frequency and duration of unemployment, and, in- 
deed, several important unemployment differentials, including the race differ- 
ential, largely reflect differences in the flov/s of new uneniployment rather 
than the relative difficulty of finding a job. In fact, the correlation 

between the un eir.pl oiTnent rate and the average duration of unemployment across 

7 

sectors is weak and even negative. Instead, differences in the weekly flow 
or incidence of new unemployment accounted for much of the unemployment rate 
differential. Note that in a steady state, the total unera[ployment rate for a 
sector, U^, can be defined 

in which I^ is the flow of new unemployed as a per cent of the labor force 
and is the average duration of unemployment in the sector. The flow of new 
unemployment clearly depends on the size of the labor turnover flows which 
can result in uneaiployment and the proportion of each turnover source which 
incurs unemploj'^ent. 

(2) I =4<3 +)^1 + Ye. 

In equation (2), q is the quit rate, 1 the layoff rate, e the gross labor 
force entry rate, and<:*v» fi» and y represent the proportion of each turnover 
flow incurring unemployment. It is clear from these definitions that if 
differences in U are mainly defined by differences in I, the main problem in 
high unemployment sectors is less a difficulty of finding a Job than high 
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turnover rates. Thus, the rocus of the analysis of ur.ejnployment differentials 
is shifting increasingly to the dcter.'rdnants of turnover behavior and the 
probabjlity that a ruit, layoff, or Inbor force entrant actually incurs 
uneiaploynent. 

Bcckerouiid data on the distribution of unemployment by turnover flow 
are presented in Table 1. These data disaggregate the unemployed into three 
categories: those vho lost their Jobs (e.g., due to temporary or permanent 
plant closure or layoff), those vho left (quit) their jobs, and those who are 
entering (or re-onterins) the labor force after a period of labor force vith- 
drawal. Data are presented from both the 1970 Current Population Survey, which 
permits disaggrej-ation by race but not sex, and the 1970 Census Employment 
Survey (CES) which in-ludes data by race and by sex.^ 

The dat& in Table 1 indicate that (a) unemployment resulting from job 
sepai-ations accounts for 50-60 per cent of total unemplojiaent , and as expected 
is a more inportant source of unemploiirent for males than for females; (b) 
unemploi-nent resulting from individual decisions is a more important component 
of total unemployment for both races in the low income Census Employment 
Survey sample; and (c) in both samples, uriemployment resulting from individual 
supply decisions is relatively inportant for blacks. However, the sex-specific 
data in the CES sample indicates that this latter result reflects the pattern 
for females, since the distribution of unemployment among males is virtually 
the same for eech race. 

In the bottom panel of Table 1, the unemployment rates for blacks and 
whites are presented for 1970.^ The black rate exceeds the white rate for all 
sources of job loss, although the differences for males are moot striking for 
layoffs and labor force entry. Moreover, the pattern of unemployment rates 
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T/u^Lfi 1 



Distribution of Un^^mployed by Turnover Flow, 1970 



Lost ;)ob 
Left job 
LP entrant 



Census Employment Survey 



Kale 



hB.6 
13. U 
38.7 



k7.3 
11+.9 
37.8 



Total 



Black V/hite Black V.^iite 



37.5 
ll+.l 
U8.8 



15.2 
kh.O 



100,0 100.0 100.0 100.0 



Current 
Population Survey 



Total 



Black White 



1+0.9 ^5.0 
12,3 13.7 
1*6.8 1^1.3 



100.0 100.0 



Unemplo^Tnent Rates, 1970 

Current 

Census Employment Survey Population Survey 







Male 




Total 




Total 




(1) 

Black 


(2) 

White 


(l)-(2) 


Black 


Vmite 


(1) 

Black 


(2) 

White 


(l)-(2) 


Lost job 




3.^+ 


1.5 


k.2 


3.0 


3.3 


2.1 


1.2 • 


Left Job 


l.U 


1.1 


.3 


1.6 


1.1 


1,0 


.6 


.U 


LF entrant 


3.9 


2.7 


1.2 


5.U 


3.2 


3.9 


1.8 


2.1 



Source: (CES) rHC(3)-l Tables D and F, Manpower Report of the President. I972, 
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and difrerontials by rai^e s^nd turnover flov; is quite sitailar in the two samples, 
although the abcc^lute li vels oj? the rates arc higher in the low incorue sample. 
In addition to chDnginc one's v3ow of the nature of uneinploy:uent, the facts 
that (a) a high proportion of uncnploynont is r.rsociated v;ith labor force 
entry and quits and (b) in raost :vcars, the black unemployment rate for ench 
source of u:: employment has been one-and-one-half to two tidies the white rate 
cast doubt on the preposition that the occupational and industrial distribu- 
tion or employment ac!coui:t for most of the racial unemployment differences • 



II, Frnrncvrork of the Analysis 

The data in t:^e previous section indicate that explanations of racial 
unemployment differentials among Jtiiales should focus on the determinants of 
the weeJdLy flow of new unemployment. In this study, the problem is analyzed 
in two stDG^St In the first stage, models of quit and layoff decisions are 
developed building on theories of discrimination, ha^aan investment, and 
information search* (Limitations in the data have precluded a study of gross 
labor force entry •) In the second stage, the unemployment transition proba- 
bilities — and \ ~ are computed for each flow. 

In the analysis of turnover, the first motivating factor Governing the 
choice of variables is the extent to which turnover uid unemployment differ- 
entials are the result of employer preferences for white cnployees. The 
approach to this issue succ^sted by discrimination theory is to test for a 
relation botv/een waoe discrimination and blacl: turnover flows. As noted 
above, the utility analysis of discririunotior implies that since employers 
can be bribed for their prejudice, blacks can reduce their susceptibility to 
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lai'Off by acceptirif-: a lover vot^e rate. 

The rol«-^ of er:ployer preJiuUco in c^'ncrntlnn racial unomployMent 
differentials is lesc clear vhrn quit and lalor force entry flows are rela- 
tively lar{;e for blacks, for these sources of unerploy).ient reflect choices by 
the individual. However, the choice to quH is not independent of employer 
personnel policy and nay in fact be influenced by the magnitude of vage dis- 
crimination and occupational so£rcGation to v.-hich the individual has been 
exposed. In this sense, larger racial va^c differentials — whether generated 
by occupational secrecation or "pure" (occupation-specific) vage discrimina- 
tion — vill be associated with larger racial quit rate and unc^5)lo^^aent 
incidence differentials. Thus, if an individual's actual wage is and the 
mean market wage for individuals with similar human capital and work history 
characteristics is w, we haVe 



where Z and Y are vectors of other determinants of the quit probability, Q, 
and the layoff probability, L. 

The relationnhip between wage discrimination and the flow of black 
uneniploymont is therefore ambiguous, a priori . Ultimately the influence of 
wage discrimination on the black will depend on the relative magnitude of 
and 6^ and ther.- and : coefficients, and it does not automatically follow 
that institutional constraints on wage discrimination necessarily raise black 
unemployment relative to white. 

Nevertheless, the relationship letwren prejudice and unemployment will 
not be fully captured by a measure of waje discrimination. The enforcement 
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Q = f (w^ - w, 2) fj^ 0 
L = g(w^ - w, Y) > 0 
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problcais facing an er,ployer pursuing, a dual vage rute policy vithin job 
cluGsl fieri tioric arc not trivial and arc? virtually ins^urmountablc in the pre-* 
sence of a uiilon* The vagc diccranination approach also fails to take cogni- 
sance of the use of institutional rules and discrirdnatory cmployriont creden* 
tials to reduce the job security and earnings opportunities of blacks, although 
the frequency of leeal action protesting segregated seniority lines, exclusion 
of bla:!hs from apprenticeship training programs, etc., indicates that these 
mechanirns are iir.portant in practice. The eniphasis on the institutional 
niechanisr.s through vhich prejudice is exercized is found particularly in that 
part of the sc£pr:entcd market literature vhich emphasizes the Jobs available to 
minorities. Alternatively, some argue that blacks may be assigned to less 
stable jobs because for '^cultural" reasons they are inherently less stable 
employees. To the extent that these practices occur they vill tend to raise 
racial turnover differentials and widen the unemployment rate differ*;ntial. 

A test of these hypotheses is provided by the relationship between quits 
or la:/offs and the lencth of experience or service with a firm. That this 
relationship is generally negative (for reasons discussed below) is well 
docum^inted in earlier studies of turnover. In tie present context, however, 
the experience (EXP) variable defines a worker's seniority with the firm. If 
blacks are systtjnatically assigned to segregated seniority lines or relatively 
unstable jobs, eac}* additional month of service should offer blacks less 
protection against layoff than whites. If blacks are inherently less stable 
workers, the black quit pr bably should fall less rapidly than the white quit 
probability af^ experience increases. 

In assigning workers to jobs and/or training programs, employers may 
use credentials or signals provided by an individual's educational or work 



history. In particular, an oinployer nay project an individual's probable job 
att^iclunent on th-j IcrjJ;^ <>r hia p^i/it ouploynerit stalnlity* In the turaovcz- 
analytsis it is possible to tost \:hether this criterion is applied dilTerently 
to vhatcs and blcc^ks by cxajninini; the influence of past ^oh instability on 
tho probability of layoff for oach race. It is also possible to e:xarnine tha 
rationality of tae criterion itself by testing for a relation bet\^.^cn past 
eiTiployiicnt instability (JOBS h^-ld over the past year) and the probability of 
quittiry;, ono^s current job. Dumr'^y voriablos for the constriction and govern- 
ment induiio.' ieu, vhiuh represent extremes on the job security spectrur. arc 
iucludod to nini::ii2« the poc:>Jbility that any observed relationship betv;een 
past c*nrilo;;r.cnv. ir.ntability and current is rx-rely an artifact of longstanding 
characteristics of industrial organization. Marital status, which is also 
alleged to be a con^nicn pre Jic tor-credential, is also included as an explana- 
tory v^rinble in the turnover rerress*' ons. 

Finally, an attempt vas made to resolve a longstanding puzzle c^-ovin£; 
out of regional vaiiations in prejudice. Althout;h discrinination appears to 
be rclativclj'^ creat in t^ie South, racial unor.ployiiient differentials arc rela* 
tivoly s::.all. One possibility that has not been investigated is that racial 
turnover and h^nce une-^ployr.cnt incidence differentials are relatively small 
in the South. Thus, rocional doi.inies are introduced into the turnover re^^rcs- 
sions. 

Eiuplcyer prejudice vould presumably be reflected in t)ie duration of 
job search ac V'oll as the turnover flo\v6 of blacks. VJhere employer prejudice 
exists in a labor narket, the duration of unenployriont should be relatively 
Ions for blacks, who will have to incur lonr.or job search relative to whives 
in ordta^ to identify the (least prejudiced) employers offering the hif^hest; 
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vage rates for blacks. As noted above, hcv;ever, the agarcgate evidence indi- 
cates that the duration of unor.;ployi.ient for w>iitc and black r.ales is quite 
similar. If this reflects roughly similar hire or rehire probabilities, then 
the observation is not consistent v?ith the enployor discrimination inteii>re- 
tation. If, hoviover, the job search periods are similar for each race because 
blacks withdraw from the labor force when employment is not offered as readily 
as for whites, the observation of similar unemployment durations is consistent 
with cir.ploycr discrimination. Perry recently examined the probabilities of 
labor force vdthdrawal for each race and found that the probabilities of 
dropping out were greater for blacks. [George Perry (1972)] 

The choice of variables was also motivated by familiar propositions of 
human capital theory. A well-known implication of the theory of on-the-job 
training is that the quit and lai'off propensities of specifically trained 

workers can be reduced if the employe! and workers share both the costs and 

10 

returns of training. Explicit tests of this hypothesis have been ia^eded 
by the difficulty of isolating the specific and general components of training 
and, at times, a general absence of training data. [For one approach, see 
Donald Parsons], In the data used in the present study, there is information 
on the duration of several types of training — some of which are clearly 
general -- as well as seniority (experience) with the firm. But even within 
the formal company training category, the separation of specific and general 
training cannot be inferred directly, and training theory implies a relation- 
ship between training and job separations only if the proportion of training 
which is firm specific rises with the duration of training. In the empirical 
model, we utilize the fact that it is the excess of ona's vage rate over that 
of a generally trained worker which dissuades quitting (and encourages layoffs 
within some ranges). Given a wage dispersion for individuals with a given 
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amount of training and otherwise similar, those vith relatively high Eunounts 
of specific training should be in the upper tail of the dispersion. 

Several empirical studies of search "behavior have noted that the 
observed search r.ethods of blue-collar vorkers in particular are contrary to 
the strategies predicted by models in vhich the dispersion of wages is the 
motivating factor [e.G.j Albert P>ees]. The use of informal sources of job 
infornaticn and the relatively high frequency of job changing in early years 
of labor narket experience is often interpreted as a sign of strong interest 
in the nonpecuiiiary elements of a job — about which adequate information is 
less likely to be conveyed by einploynent offices or other formal dealers in 
information. Thus, the lonser a person has been with a firm, the lower is the 
likelihood of quitting duo to dissatisfaction with nonprcuniary enployment 
conditions. Tenure on the job is also usually associated with "learning by 
doing" and other foms of specific training which tend to make the workers 
more valuable to the present employer than alternatives. However, the import- 
ance of the specific training effect depends on the relative wage advantage 
accruing to specifically trained workers, and this is already specified 
elsewhere in the model (in the residual wage). Tlius, length of service with 
the firm should be positively related to satisfaction with nonpecuniary 
conditions and negatively related to the quit rate.^ As a further effort to 
specify nonpecuniary influences for which the voge does not fully compensate, 
we include a variable representinfr the workers' expressed attitude toward the 
job in some regressions. 

To summarize, the model consists of three elements. First, a wage 
equation from which the wage effects on turnover behavior are derived as 
described in the subsequent section. This regression estimates the influence of 
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huisar. investwcnts, rffjicn, and post cnploynent instability on the logarithm ot 
the hourly vage rate. Second, a series of turnover equations in which quit, 
layoff, and labor force entry beliavior is expressed as a function of seniority, 
an individual's position in the wage dispersion and other personal and job 
characteristics. The final olcments are estiraates of the and jc, coeffi- 
cients of equation (2) — i.e., the probability that a quit, layoff, or labor 
force entrant will actually experience unenploi-nent . Differences in the size 
of these coefficients, by race, for example, will reflect differences in labor 
market information (the necessity to indulge in unemployment search) and differ- 
ences in nonnarket opportunities (the proclivity to leave the labor force) for 
quits and layoffs. 



III. Data and Estimation Problems 

These hypotheses are tested using data from the National Longitudinal 
Surveys, which include information on the recent work history of respondents in 
addition to data on personal characteristics and training. The increased 
detail on respondents' social and economic characteristics is purchased at 
the expense of comprehensive labor force coverage. This study utilizes the 
two male cohorts included in the surveys — men, not enrolled in school, who 
were lU to 2h and to 59 years of age in 1966 when the Longitudinal Survey 
Program began. 

One set of estimation problems surrounds the specification of a wage 
variable. Some earlier studies of .turnover behavior have used wage levels as 
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explanatory vnriabltF, but this raises at least three problems: (l) Since 
the list of explaiipJ. ory varjablcs in the wcce and turnover models overlap 
consido rally, the inclusion of the wage rate in the turnover regressions 
introduces inulticollinearity. (2) To the extent that the quit propensity of 
an individual is rgrrelated with past employment instability, employers may 
pay individuals with high quit propensities less, introducing a simultaneous 
relationship between wages and quits. (3) In addition to the statistical 
problems, tiie wage level specification is a theoretically inappropriate des- 
cription of the role of wages in an individual's choice of employer and an 
employer's choice of worker. The wage rate that an individual expects and 
receives are not independent of his education, training, and knowledge of labor 
market alternatives. Equations (3) and {k) above advance the hypotheses that 
an individual's decision to quit is an inverse function of his position in 
the wage dispersion of individuals with similar human capital investments and 
knowledge of the labor market, while an employer's decision to lay off will 
be a positive function of the individual's position in the wage dispersion, 
A straightforward approach to problems (1) and (3) is to estimate a 
wage equation for each sample and use the residuals (w. - w) of the regres- 
sion as explanatory variables in the turnover equations. To clarify the 
directions of causality, the longitudinal nature of the data are used to 
construct a recursive model of wage determination and turnover behavior. The 
wage determination equation for jobs held in one survey period includes 
independent variables for human capital investments, region, and the number 
of Jobs held during the previous year. The residuals from this equation, 
which already incorporates any influence of previous Job instability on the 
wage rate, are then used as an explanatory variable in a regression predicting 
the probability that an individual will quit the Job during the subsequent year. 
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The resiJuals wuru obtained from th*i following regressions: 
Oldor Cohort: 

In Wage = A.73A + .055 SCHOOL + .0122 EXP + .00A7 TRAIN - .00003 TRAIN^ 
+ .208 M^RRY + .2706 CONSTRUCT + .042 JOBS - .0898 HEAl/fH + 
.001 MIOl - .212 SOUTH + .126 ITEST = .022 GOVT 

Y o u nger Co hort 

In Wage « A.6i + .056 SCHOOL + .0069 EXl* - .00004 EXP^ + .0018 OEXP 
+ .0076 TRAIN - .00008 TR.\IN^ + .18 MARRY + ,17 CONSTRUCT 
- .0033 JOBS - .0528 HEALTH + .00004 MIG^ - .26 SOUTH + .025 
WKST - .079 GOVT 

Further ustlnation problems arise from the fact that the labor turnover 
data are selective; although the total number of job changes within a year 
can be ascertained, the actual reason for a job separation is normally avail- 
able for only one or two of the jobs held during a year. As a consequence » 
annual quit and layoff rates cannot be constructed for survey respondents, 
although the turnover equations can be estimated using binary dependent 
variables, for example, taking the value one if an individual quits (is 
laid off), the job held the previous year and zero otherwise. The probability 
of a quit or a layoff can therefore be estimated as a function of characteristics 
of the individual and of the job. 

Once the use of a binary dependent variable is imposed by the nature 
of the data, well-known estimation problems are raised. In particular, the 
use of ordinary least squares violates the homoskedasticity assumption, 
yielding inefficient estimates, and, since the linear probability function is 
unbounded, the expectation of a quit or layoff could fall outside of the 
zero to one range for some values of the explanatory variables. Although the 
problem of heteroskedasticity can be handled by incorporating weighting 
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procedures into the ordinary least squares estimation, the fact that the 
probability of a quit or layolf is not confined to the unit interval tends to 
magnify the effect of specification error. To the extent that the character- 
istics of soma individuals and jobs generate extreme values of the turnover 
probabilities, the use of a linear probability model will yield parameter 
estimates which are biased do\w.;ard. The problem, then, is to incorporate 
a transformation into the estimation process which restricts the conditional 
probability to the unit interval while remaining consistent with the under- 
lying economic rooJel. 

In the present case, the underlying model is based on the utility 
maximization of individuals and firms with random elements included due to 
the incomplete specification of tastes. As McFadden has demonstrated, the 
linear, probit, and logit probability models are all consistent with this 
model, and for binary choice problems, one can choose between the probit and 
logit models on th.. ground? of computational convenience. In the results 
discussed below, estimates from the linear probability and logit approaches 
are presented. In the logit model, the dependent variable becomes the log 
of the odds that a worker will quit or be laid off and the regression coefficients 
express the effect of a one unit change in an explanatory variable on the log 
of the oddcs of a quit or layoff occurring. 

IV. Empirical Results 

Turnover Behavior 

In the empirical work on labor turnover, wc relate the probability that 
an Individual quit or was laid off the job he held in 1966 (older cohort) or 
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196"^ {yoMTicyr cohort) to charactorir.tics of the individual and the ^oh. The 

analysis is itsi.riaLod to indi vi:lunl;> vho v<?rc? not enrolled in school aud not 

self-employed. Unexpectedly, the data indicate that the racial differences in 

gross quit and layoff rate? are f.maller than would be the case if differences 

in turnover expe:rience were the sole determinant of racial differences in 

(and therefore imply that I'acial differences in the ^a. and coefficients 

of equation (2) largely account for the relatively high flow of unemployinent 

aaong blacks). The data in Table 2 show the proportion of black and white 

inales in the tv;o sample cohorts who quit or were laid off fro:a a previous job. 

For the older cohort, the data refer to the Job held one year earlier (in late 

1966); for the younger cohort the data refer to the proportions separated over a 

1^ 

two-year period frora the jobs held in late I967. 

TABLE 2 

Proportion Separated froM Previous Job . 

Quit Layoff 

Older White .066 .053 

Black .061; .056 

Younger v;hite .<f06 .O^a 

Black .209 .07H 

In the relatively tight labor markets of the pex-iod, the per cent 
exposed to layoff was lower than the quit percentages. Moreover, the age 
pattern of the quit rates and the finding that the gross layoff rates are rela- 
tively high among older workers of both races correspond with the results of 
interindustry analyses of turnover behavior [e.g., D. Parsons]. But in contrast 
to the impression created by discussions v;hxch associate blacks with high 
turnover jobs and unstable job attachment, the racial turnover differences are 
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very snail in oach cohort. The siuilax^ity for youth see .s particularly surprising 

in the light of allegations of a high turnover dual labor market that is supposed 

to apply to black youth in parti cidar. To the extent that a dual labor isarket 

which causes relative disadvantaee to black youth exists, high quit behavior does 

not appear to be a s^inpton of it. On the other hand, blacks in the younger 

cohort report a somewhat higher gross l«?yoff rate. 

To pursue the links between discrimination theory and racial unenoploy- 

raent patterns, multivariate analyses of the quit and layoff probabiJ ities appear 

in Tables 3 and h» In the linear probability regressions the dependent variable 

takes .the value one if the individual was laid off (quit) the job held one year 

earlier (two years earlier for the younger cohort) and zero otherwise. The 

Ih 

estimates are obtained by ordinary least squares. In the logit regressions, 
the dependent variable is the log of the odds tha-f a person was laid off (quit) 
the job held in the reference period, or, for layoff, 

in which is the probability that an individual is laid off his previous job. 
Tne samples are restricted to nonagri cultural govermncnt and wage and salary 
enployees who are not enrolled in school. Turnover associated with the summer 
Jobs of school-age youth is negligible, since the surveys are conducted in 
October or Kovenber. 

Prior to estimating the reported regressions, a number of experiments 
with alternative variables yielded somewhat unexpected results. For example, 
regressions including dummy variables for the major occupations along with the 
variables reported in Tables 3 and h yielded no evidence of significant occupa- 
tional differences in quit or layoff probabilities for either race in these 
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satiplcjj.^^ In Lhc context of discrtmination theories, this result indicates 
that occupational sei^regation ciocs not widen racial ui utuploywcnt differences 
by directly raising the turnover flows from which unemployment is generated. 
Nevertheless, there are indirect effects (1) via the fact that w^ - w is rela- 
tively low for the victims of occupational segregation and (2) if the and 
parameters vary by occupational level. The probably magnitude of the fomar 
influence is assessed below. 

In related experiments, neither the total amount of training nor the 
duration of any type of training was significantly related to quit or layoff 
behavior for either race. This result seems consistent with human capital 
theory only on the strong hypothesis that all cf the reported training is 



TAl-LR 3 



COKS'r;i:;T 
FIRM EXP. 

JOES 

GOVT. 

co::sTn. 

SOJTH 

VEST 

MARRY 

RESID. 

RACS 

DISLIKE 

r2 

11 



I.-'.yoi'i" 






Tot-...! 






0- 6^ 


^^^^^ 


.XX04 


-.0022 


-.0018 


-.0033 


• 0500 
\^ •^5) 


.0710 


.0136 

vi.32; 


f 1 ^ ^ 


-.0530 


-.oi+52 


^iJL.,>^ ; 


.I60U 

^11. ^3; 


.081+2 

f). '^),\ 


-.0003 
(-.03) 


.OOmI 
(.39) 


-.0018 

(-.11) 


.0051 

(.79) 


.01U7 

(1.21) 


-.0193 

(-.60) 


-.0323 


C-1.63J 


-.oU3ii 
(-2.30 


.0112 
(1.2U) 


.0159 
(l.pl) 


.0038 
(.21) 


-.0039 
(-.MO 






.106 


.lUo 


.069 


,2ll| 


.203 


.223 



Linvur Prolribility fiathr.ates 
(t rsinti rt5..:!s in p:u-er.tho~??£;) 



Tctr.l 



VJr.il-.e 



.0S8U 

-.0033 
(-7.82) 

.OU53 
(6.97) 

-.0303 
(-2.7U) 



3273 



2275 



998 



.008i+ 
(.89) 

-.005? 

-.027U 

(-2.05) 

-.0303 
(-2.93) 

-.0156 
(-1.58) 

.I50I4 
(>.08) 

.057 
.2U1 

3273 



.1270 

-.0037 
(-7.53) 

.0267 
(3.210 

-.0197 
(-1.1^7) 



.0053 
(.^3) 

-.0107 
(-.75) 

-.0389 
(-2.12) 

-.0327 
(-2.66) 



l^lfick 



.15l<8 
(^^31) 

.050 
2275 



.0098 

-.0021 
(-2.60 

.0787 
(7.U1) 

-.0531 
(-2.6I1) 



.0050 
(.50) 

.0186 
(.55) 

-.0127 
(-.66) 

-.0253 
(-1.37) 



.liil2 
(2.72) 

,00k 

998 



Logit Estimates 

( apsy.^ptotic t statistics 5 n pcTcnthe s ) 



co:istai;t 

FIRI4 EXP 

ERJC 



-1.707 -2.15 -3.1^29 

(-1^.23) (-0.236) (-13.99) 

-.069 -.092 -.05U 

(.U.08) i'h.zeh) (-ii.67) 



-2.03 

-.082 
(-7.07) 



-3.31+1+ 



..0l»2 
(-2.58) 



Table 3 continudA 



21, 



Total 



Blacl: 



Total 



Isliite 



Eleck 



JOES 

GOVT. 

CONST? . 

DISLIKE 

MAHRY 

RESID 



.073 

(M) 

-1.666 
(-2.23) 

1.05;6 
(3.29) 



-.6Ul 
(-2.06) 

-.166 
(-.82) 



(-651) 

-1.739 
(-2.3S) 

.97^+ 
(3.186) 



.621 
(6.07) 

-1.735 
(-3.^5) 

1.777 
(8.30) 



.165 
(l.i^9) 

-.259 
(-1.08) 

.338 
(1.36) 

1.438 
(3.80) 



.675 
(5.11) 

-I.U72 
(-2.I4I) 

(2.23) 

(2.07) 



(-2.81) (-1.76) 



22. 



TABLE k 





Lt>"bor 


















Linear Probability Estir.ales 
(t stat lct.icc in rr^rvnthcstfs) 








Lnyor 
















V.-hite 


B3 ack 


Total 


Wii te 


P.] nf»k 

i-' Ci ^ -V 


5KSTAKT 


.0297 


.0526 


.0097 


.1691 


.1858 




•p 
•* 


- . OOlo 
(-2.6? 


-.0021 
(2.S7) 


-.0010 
(.82) 


-.0016 
(-3.20) 


-.0015 
(-2.67) 


-.0015 




• 00001 
(2.19) 


. 00002 
(2.22) 


.00001 










.OlGo 
(3.00) 


. 0099 
(1.53) 


.0283 
(2.55) 


.0359 
(3.67) 


.0558 
(3.76) 


.OI9U 
(1.16) 




- • uOjo 
(-.25) 


-.0133 
(.79) 


.OUli; 
(1.37) 


-.0687 
(-2.41) 


(-1.99) 


-.0623 
(-1.22) 




(5.9^0 


.0899 
(5.010 


.1127 
(3.23) 








VIA 


.012 
(l.OU) 


.0021 
(.19) 


.035 
(I.hO) 


.0297 
{IM) 


.011i7 
(.59) 


.0603 
(1.55) 




(2.68) 


.032 
(1.99) 


.125 
(2.25) 


-.0058 
(•^.19) 


-.0233 
(-.71) 


.0931 
(1.07) 




.007 

(.69) 


-.0031 
(.23) 


.0299 

(1.27) 


.OU77 
(2.1;9) 


.05J47 
(2.i42). 


.0302 
(.83) 


SID. 


.018 

(1.2:;>) 


.0298 
(1.88) 


.0063 
(.21) 


-.0826 
(-3.13) 


-.066U 
{-2,0k) 


-.106 
(-2.27) 


CIS 


.0277 
(2.36) 






-.015 
(-.71) 








.05 


.05 


.05 


.03 


.03 


.03 




.215 


.19^ 


.258 


.I4OO 


.398 


.koU 




1900 


1322 


576 


1900 


1322 


578 



ERIC 



22A. 



TABLE A (continued) 
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general. Koreovcr , the result impiies thai the norral ran^c of r.unpover 
traijiinc pro,;rr.i::s failc to inj.*lui.;:jcc J'A-^ soparatlor; ] atcs ond a fortiori , 
racial un-eiaploiriont differentials. 

A second l?n>: between prejiulice and uncmplo^Lient experience runs from 
the relative va-*«5 received by a pcrscr of zivcn quality to job separation and 
exposure to uneniployrient. In the regression results, the role of the vage 
differential J v\ - w (RKSID), which incorporates the effects of discrimina- 
tion, nepotism, occupational segregation, specific training, and imperfect 
job infornation, is assyiiotrical. For blacks, accepting a vage or occupa- 
tion below thcit dictated by experience and training does not affoi'd protec- 
tion acainst layoff. At the same tir;:e, however, the effect of vage dis- 
crimination and occupational segregation is olearly to raise the probability 
of black quits, and the maj^nitude of this effect is particularly large in 
the younc-^r cohort, where a cne per cent reduction in the wage relative to 
the avcrccc wage received by individuals vith siiailar schooling, training, 

experience, and industry raises the probability that an individual will quit 

17 

his job ^rithin the ensuing two years by 10 per cent. ' The direction of the 
relation between the wage differential and quits is the saine in the older 
cohort, but is raeawured less precisely anong blacks. 

Note that the influence of the wage differential is also quite strong 
for whites. On the one hand, this implies that any tendency of cinployers to 
follov/ a policy of nepotism — a possibility suggested in theoretical models 
which portray employer discrimination as a redistribution of income from 
black to white employees will reduce the quit rate of whites by some- 

18 

ahat iwos than wage discrimination against blacks raises the quit rate, 
STne overall effect of the wage differential on racial turnover flows is 
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obscurod by the siuillarity of the coefficients on the RESID variable (w^ - w) 
for each race. Thu results indJcatu that / / > / /, so that the effect 
of (w^ - w)<0 is to incrcar.e the total separations rate (quits plus layoffs). 
Clearly, if tha distribution of (w^ - w)' is the same for blacks and whites, 
no racial difference in turnover would be iraplicd. In fact, the mean value 
ot (w^ - w) is lower for blacks in both cohorts, so that practices by employers, 
unions, or placement agencies which result in occupational segregation or 
"pure" (occupation-specific) wage discrimination tend to widen racial turn- 
over cvnd unemployment dif fer«ntials. Conversely, policies designed to 
minimize tiiuse practices should tend to narrow racial unemployment differ- 
entials. 

A third issue in assessing the role of discrimination on turnover 
and unemployment is the relation between experience or seniority with the 
firm and quit or layoff probabilities. As argued earlier, a higher bl«ck 
layoff probability, given the seniority, may reflect the existence of segre- 
gated seniority lines or different attitudes toward nonpecuniary rewards. 
(In these regressions, the HXP variable is generally not interi reted as a 
proxy for specific training, given the presence of the wage residual which 
should capture those specific training effects which dissuade turnover.) 
A comparison of the results by race is not strongly favoriable to the 
hypothesis that blacks are systemtically assigned to less stable jobs. For 
older males, the probability of being laid off after T years with an employer 
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is lov;er Tor blacks than for vhitc.^> although blacks are sornevhat laore likely 
to quit than vhites vith the same amount of experience* Hovever, in the j^'ounccr 
male sanple, the relation between length of service and the probability of layoff 
is not statistically significant for blacks, although the chance of Is^yoff falls 
(at a di:ninishin?, rate) for whites^ Tliis combined vith the significant durany 
variable for race in the layoff equation of Table k indicate that youncer black 
labor force participants are employed in relatively unstable jobs. Nevertheless, 
the magnitude of the coefficients indicates that the sosievhat greater black 
susceptibility to layoff is not sufficient to explain fully the racial differ- 
ence in the incidence of unemployment, Tlie relation between length of service 
and the probability does not indicate racial differences in job attachnent. 

The turnover regressions also permit a test of some features of recent 
segmented labor market hypotheses as they apply to racial differences in labor 
r^arket behavior for these cohorts. These hypotheses raise two questions which 
are pursued below: (l) whether there are significant turnover differences 
associated with race^ oeteris paribus ; (2) whether job changing is associated with 
increased earnings, as the optimal search literature predicts. In a segmented 
market the opportunity for advancing market earnings by changing ;jobs are pre- 
sumably lower due to the existence of barriers to occupational mobility. 

The results for the older male cohort are not congenial to the segmenta- 
tion view. For example, in the regressions on the full sample, no racial 
difference in quit or layoff probabilities emerges. On the other hand, in the 
regressions for each race, the coefficients on the JOBS variable indicates that 
the quit probability is positively related to past employment instability and 
that for a given number of recent job changes, the probability of a quit is three 
times as great for blacks as v;hites. On the face of it, this seems consistent 
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with the dual market model. However, thus far the story says nothins about the 
consequences of turnover for the individual. For this aspect of the analysis, 
which can be viewed as a test between the segmentation and optimal search views 
of turnover, tlie crucial question is the relatio- between job changing and the 
wage rate received. Wage rej;ressions specified as in Section III xvrere run sepa- 
rately on samples of blacks and whites to obtain estimates of »w/ ^ JOBS. For 
the older cohort, each job change yields a wage rate increase which is higher 
for blacks than whites, a result x^hich does not seem consistent with the view 
that blacks are restricted to secondary markets. 

In the younger cohort, however, past job instability is a reliable pre- 
dictor of future quitting for whites only. (For black youth the single most 
important determinant of quits is the difference between an individual's actual 
wage and the mean market wag^. In contrast to the older cohort, however, job 
instability is not associated with wage advances (for either race) in the younger 
cohort. The lack of a relationship between job chan-^ng and the wage rate is 
more difficult to interpret. It is consistent with the segmented market view 
that turnover in s.-condary markets does not yield strong market rewards. However, 
the finding is also in accord with the conclusion of students of local labor 

markets that search; activity among younger workers is largely motivated by non- 

20 

pecuniary considerati ons . 

The concjlusions derived for both samples from the linear probability 
results arc supported b/ the results of the loglt estimation reported in Tables 
3 and A. Indeed, the results obtained .rom both estimation procedures correspond • 
closely in several important respcctc: None of the significant qualitative 
conclusions Is altered by tlic use of the logit results and the relative black- 
white coefficient size is similar in the two sets of estimates. 
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Uncniplovmctit Probab i li t i os 

Thu next stage in the an-^ lysis is to determine the conditional proba- 
bilities of uneaployracnt, given that one has quit, entered the labor force, 
or been laid off. This amounts to developing estimates of the , , and 
parameters of Equation (2). For the cohort of older nales, it was possible 
to estimate tlie number of quits, layoffs, and labor force entries incurred 
by each individual over the period of a year. For the same period, data on 
the number of spells of unemployment was also available. The number of spells 
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of unemployment per year was regressed on the number of quits, laioffs, and 
labor forae entires for the total sample, whites only and blacks only. The 
resiJLts of these three regressions are reported below: 

FUIi SAl'lPLE: Spells = .01,6 .177 Qait + Layoff + .03I+ Entry 

(.016) (.012) (.027) r - .39 

WHITES: Spells = .037 + .137 Quit + .U90 Layoff + ,Ohk Entry 

(.018) (.OlU) (.032) ^ 

(7ol) (35.62) (1.06) = .ho 

BUCKS: Spells tr .066 + .27U Quit + .^477 Layoff + ,Okk Entry 

(.033) (.022) (.052) r = .38 

The results indicate that the probability of unemployment is twice as 
great for blacks who quit than for whites v;ho quit. But even for blacks, in 
a year of relatively full enploynent, only one out of every four quits ex- 
perier.ccs sojse unenploynent. The difference in paraaioter values for quits 
indicates that whites tend to have better inforciation of alternativ«i oppor- 
tunitios or are more prone to line up a new job before quitting. Al.ternative>.y 
in this age group, it is possible that a higher per cent of whites retire 
early or other;d.se withdraw from the labor f-^'ce, sr that quitting does not 
lead to exposure to unenploynent. Thii, latter possibility is plausible on at 
least two grounds. First, the income and asset level of the white population 
on averai^e exceeds that of the black population so that earlier retirement 
is more feasible for whites. Second, results dis'jnssed in the next paragraph 
indicate that the information interpretation may 02 strained. 

The estimates of the ^ coefficient are surprising because of their 
similarity. For blacks and whites alike, there ^s about a 50 per cent chance 
of incurring unercploiTnent if laid off in a reasonably full employment period 
(1966-13*^7). This su^^gests that when separated from a Job somewhat unex- 
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pectedlyj tho co"<^'>Til labor r.arket infcriration of the blacks is no worse than 
whites— both seem ocually liKf^ly to find a job rapidly. On the other hnnd, 
the fact that c<.<t" for both races su^r.Gsts that on-the-job search activity 
is more corrcion than r.any contcniporary search models presume. The racial 
difference for quits r.ay reflect rioro pre-r.-.cditated search on the part of 
whites bofoi'C* quitting. 

Finally, there appears to be no relationship between labor force entry 
and unen;ployr,ent. This is soi:iewhat unexpected, for unlike a person who looks 
for a new c'ob while employed, a person who is not in the labor force will be 
classified as unemployed as soon as he indicates that he seeks work. Thus, 
the prior expectation was that the "1^ coefficient would be statistically 
significant and probably larger than the ei miniated o< coefficient. The results 
for this age g*- )up may reflect the fact that what little labor force entry 
occurs in a year is usually men returning to work after a lengthy illness. 
In most cases, a job is waiting vlth their former employer, so there is no 
intervening period of uneTjiploynient. But are the higher average numler of 
annual spells for blacks (.215 vs. ,151 for whites) the result of greater 
turnover or of greater probabilities of \ineir.ployraent, given turnover? It 
is clear fron the pattern of regression coefficients alone that sinilar 
turnover flows would yield more frequent unemployment for blacks, largely 
due to the higher risk of unemployment for blacks who quit. Iv is also true, 
however, that blacks have Viigher layoff flows. An analysis of the influence 
of different turnover rates and different unenployr*ent probabilities indi- 
cates that .acial differences in the anount of turnover (mostly in layoffs) 
account for about thirty per cent of the racial gap in spells of unen:ploy- 
naent for this arje croup, whereas racial differences in the probability of 
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incurring uucmpioyncnt (virtually all on the quit flow) account for the 
roiaainUur. 

For the youaser cohort, the nature of the data required a different 
app^-oach to the cstir.;ation of and p . The estimtes, presented below in 
Table 5 are the ratio of uncmployiaent spells to job changes for quits («: ) 
and layoffs ( (3 ) roiipcctivuly. xhese results differ from the findings for the 
older cohort in two respucts. First, the probability of incurring unemployment 

TAliLE 5 

Uneraployracnt probabilities for Younger Males 

o B 

Black .AlA .A87 

White .220 .26A 

is less closely rclo ed to the source of turnover. For both races the probability 
that a layoff will result in a spell of uncaploytncnt is only slightly higher 
than the analogous probability for a quit. One Implication of this res ilts is 
that racial uneiaploynient differentials in this cohort arc not generally related 
to racial differences in the ratio of quits to layoffs. The second important 
finding is the markedly higher conditional probability that blacks who are 
separated from their job will incur unemployment. For both quits and layoffs, 
young blacks are almost twice as likely to lacur unemployment as young wiiitcs. 
Thus, for ti»e younger cohort, virtually all of the racial differences in the 
incidence of unemployment is attributable to this factor, with less than ten 
per cent of the differential due to differences in turnover. 
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coNCLUSio:;s 

Racial uncnploymiant dif ferentlaln have rarely been analysed in the 
context of discrimination theory • Where they have, the analysis and inter- 
pretation was hampered by application of the demand-oriented utility analysis 
of discrimination despite the obvious importance of supply factors in the data 
on unemployment* A recognition of the importance of quit behavior and move- 
ments betx^^een market and nonraarket activity in generating unemployment and 
unemployment differentials qualifies the traditional interpretation of the 
relation between wage discrimination and racial unemployment dif ferentials* 
Whereas the utility analysis implies that racial differnnces in hiring and 
layoff probabilities can be eliminated by compensating employers for their 
prejudice^ the predicted reduction of unemployment associated with the^^e 
causes may be countered by Ir.rreascri unemployment associated with quits^ the 
frequency of which will increase with wage discrimination* 

The empirical analysis supports the view that racial unemployment 
differentials seem to be increased by the practice of wage discrimination. 
In the first instance^ wage discrimination does not appear to provide pro- 
teaction against layoffs. On the other hand, wage discrimination stimulates 
quit behaviort particularly among youth. Although white and black quit 
probabilities display a similar sensitivity to tl difference between their 
wage and the average market wage for their skills^ 'le proportion of blacks 
with w^< w is considerably gieater so that the net effect is to widen the 
unemployment differential. 

The empirical results were not consistent with the view tiiat blacks 
are inherently less stable employees, although black quits would be lower 
in a market free of wage discrimination or occupational segregation. For 
the younger cohort there was some evidence ttiat blacks were assigned to 
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reiati^vly unstabl. jobs, altnough the difference was not sufficient to account 
fuliy for the racial ununi) loyncnt differentials. 

The roost obvious extent -on of this approach whii:h i<. required for a 
comprchetisivc analysis of the sources, of racial unemploymeiit differentials is 
an analysts of labor force entry and reentry decisions and the probability of 
becoming unemployed faced by black and white entrants. Although some of the 
concepts developed to analyze labor force participation rates will be gcnr.ane 
for such an caunsion, the participation rates are a net concept and hence arc 
not directly useful in the analysis of the relation between labor force entry 
behavior and uneiDployment. 



ERIC 



30. 

Footnote G 



lTn-,c>'^'-t f'''?r K.ono:.rlcs, Grr.duatc r.chcol of Business, 

frc. ..r.c . ..r.:.r.v-r Air^n. g treason, U.r.. D.p.rU.ont of Lnbor, but points of view 

r;i;:.%;;tr:-:;r:/L-:;:;."^="=^"^ --^^-^ ---- " p--^ 

1. For exair-ple, cne recent study reported that the variance in weeks 
v;orked o>:ploined n.uch ir.orc of the variance in annual earnings than did u^ffer- 
enccs in the air.ounl of schoolina and concluded "...an underctandins of the deter- 
nlnantn of th • distribution of :vork time and of the levels of rates of return is 
of p>-ir.ary ir-iportance for an understanding of the income diet. ihut ion." (Barry 
Chiswick pnd Jncob Mincer, p. 

2. The f.v; explore. ticr.s in this area sucgest that pur capita income, the 
ethnic j.:i>: of the labor r.:ar.;et, votins behavior and southern residence are import- 
ant correlates of :narket prejudice. (See Barbara Ecremann and Jorolyn Lyle, 
Robert ^lana^an, ly73b). 

3. For cxa:r.ple, "Discrimination could not be responsible for the [fireater 
uneir^loyr;.ent v;ithin each activity], however, if the v^age rates of minority inembers 
vorc sufficiently lover than those of .>r.aJority members in the sane activity to 
incorporate fully the tastes for dlscrirnination acainst minorities." (Gary Becker, p. 3 

h. The results also indicate that the prevalence of blacks in lower-skilled 
occupations is not the reason for the relatively hi^h 'orien^ploy^ent rates obse/ved 
in those occupations (generally. 

5. Tno cross-occupational and trne scries results can be reconciled by re- 
calling that the World Kar II period provided the major period of relative occupa- 
tional advance for black r.ale5 during the tvcnticth century. Blacks moved into 
occupations in vhich Oilman's evidence indicates black unernploi-mont rates a*re syste- 
matically hichcr than those experimced by vhites vJ.Lh sirdlar characteristics. 

6. For excu-iple, Gilr:Mn'G evidence showed that the net racial uncinplcy- 
aent differential is e^'atcst at hif^her skill Irvcls, vhcro the i.t.pact of 
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mininum wagas and unions is relatively low. (For evidence on the relative 
wage impact of unions by occupation level, see F. Stafford) With respect 
to the regional differential, greater wage discrimination in the South 
implies blacks have relatively more tv gain from minimum wage lc*'s. Although 
the utility analysis argument suggests this should yield a relatively large 
unemplojnnent differential, the data show a negligible Southern race differen- 
tial at low skill levels. Oilman assarts tha*: the coverage of the minimum 
wage law is "probably" less in the South, the industrial mix and income 
distribution of the South notwithstanding. Studies of the effect of changes 
in minimum wage legislation consistently sho ^ relatively high impact in the 
South. 

7. For example, in 1970 the simple correlation between the unemploy- 
ment rate and the average duration of unemployment was -.484 across major 
occupations and -.323 across major industries. Both coefficients fall well 
below the five percent significance level. In the same year, there was no 
r.«sial difference in the mean duration of unemployment (9.5 weeks) for males. 
Data for computations are from Tables A-9, A-10, A-14 and A-15 of P. Flaim 
and P. Schwab. 

8. The Census Employment Survey was conducted in 60 urban and seven 
rural areas which, on the basis of 1960 Census data and more recent opinions 
of expert local observers, were believed to contain a large proportion of 
persons with low incomes. In each area, interviews were conducted with an 
average of 5,400 persons 16 years of age and over in 2,750 households. The 
analysis in Table 1 is of summary data for all the areas and is reported in 
the U.S. Bureau of Census. 

9. The denominator, the civilian labor force, is the same for each 
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source of unai;plo>Tnent, so tha thrr.e rates sum to the aggregate rate. 

10. It does not appear, however, that once unemployed, the effect of 
specific training is to reduce uncmplo>Tnent duration. Indeed, since the 
specifically trained are paid more than general (market) x^age rate, tiieir 
initial acceptance vagc will tend to be higher than the mean market wage 

for their general skills. Thus, they vill be less likely to find an acceptable 
wage rate from the dispersion for generally trained people as rapidly as 
others, and search unemployment will be relatively long. 

11. The length of service or v»xperience is also correlated in some 
firms with coverage by nonvested pension plans which would tend to reduce 
the turnover of experienced workers. The variable also represents seniority 
which is an important method for allocating employment preference in many 
firms- In the turnover regression, the coefficients on the experience 
variable can therefore be used to assess the role of employer discrimination 
In racial unemplojTnent differentials. Longer seniority or experience in a 
firm should be associated with lower layoff probabilities. Moreover, if 
blacks arc placed on segregated seniority lines which offer less layoff 
protection, as institutional studies and a review of judicial and National 
Labor Relations Board discrimination cases suggests, the absolute value of 
the coefficient on experience should be smaller for blacks. 

12. The dependent variable is the natural log of the hourly wage 
rate expressed in cents per hour. The independent variables are years of 
school completed (SCHOOL), years (months in younger cohort) of employed 
with current employer (EXP), age munus E5CP minus school-leaving age (OEXP), 
total months of training (TRAIN), number of employers in past year (JOBS), 
years in current residence (MIGI), miles between 1966 and 1967 residence (MO?) 
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and 1.:a >HY, !'K;J.T::, SCUT!!, V'^U?, CC.-^ST.-.l'CT AI.T) CO'/T - a £c:-?.os of du.n.T,y vnrial-ler 
tur:it. : trv^ ?r.VuC' one : !' t:.:.> Iriiiv; 'ucl rt-r.pcctiv^'ly ::ir'.rri<?d \dth vifc prt-r^nt, 
liiAitcd by health in *-.hc hind of v.-ork he can perform, residins in the South 
West, or cTr.pli;y<'a on Gcns'.ruction or ^>ovvrnr:(:'nt. Kesiduals from the log vcco 
equations vere preferciblf to abcolut« vage residuals. For a discussion of the 
structure of vege discrimination based on these equations, see (Robert Flanagan, 
19^1). 

13. Since the reported reason for turnover v.as not cross-checked with 
the respondent's previous eniployer, the allocation of sepsrations between 
quits end layoffs rny err, presuribly in the direction of overstating quits 
and undorstatineT layoffs. The fa-t that the data will not reflect turnover 
related to seasonal factors (e.g., r.odel changes) in which an individual vos 
laid off and then returned to his former enployc-r also results in an understate- 
cent of layoff experience. The racial dir.ension of this effect is not clear. 
Kevertheless, the extensive investicaticn of the characteristics of the current 
job, irr^ispcctiv*' of employer change nakcs error in the total enployer chanf».e 
rate unlikely. 

lli. The results of recent Konte Carlo experiments indicate that for samples 
in excess of one hundred observations there is neglieiblc gain in efficiency 
fror. utill-ir.t-r cc.uorzlized. least squares estination. [See V. Kerry Snith ana 
Charles J. Chi-ciiCtti] 

15. As an indication of the funcJar.ental iajportance of the variablc-s in 
Tables 5 and in deten-.inin^ turnover behavior which is at tines attribute<^ to 
"occupation," compar? the reported result with the following ctator*ent based 
on a two-way tabular analysis of the sar.e data: "There wore s ycral substantial 
variptior.s in the rate of j'^o -han.-ring among the r.ajor o-cupational f^rcups. 



Aiuonf \ot\x -.vhiu'- crd llnr): r.;on -^V-o-.t a fifth of rionff.rr. laborers had changt^d 
cr.rar):v0"3, a rr.tc prf^vricrnlly l.vicc as .-vent an the cvornce rntc for all vorhera. 
This hj^hcr r^.U , it is lo noted, resulted aL-iont equally fr.->>r. higher rates 
of voluntary and higher ratoc of involuntary novonent. " (Herbfiit Parnos etal., 
p. 19) 

iC, V."h.^n only the duration of traininf; actually used on the job is in- 
cluded In the ronrcF.sioii, the statistical precision of the results declines even 
further, 

17. This rep-n alto suai^ cts that individuals' expectations of the mean 
vase available for their cducatiDn, tvaininji, and experience is fairly accurate. 
There is nc apparent ryster.-.atic t^jndon-j toward optinisa- or pessiir.isn. 

16. Invi-rd, since blacks unually constitute a minority, a full redistri- 
bution vill require a lar^e diserir:ination coefficient relative to the nepotisn 
coefficient an:l vill result in a net increase in quits. 

19. Then- regr^^s.'^ions and their iinpli cations are discussed in detail in 
Robert Flansca.i (19" 3h). 

20. Thus, for example, the search pro-^c.ss involves personally sar-pling 
ceveral .lots rather than usin/^ an cnployr.ent service or other dealer in 
inforr^tion, vhich vould be rational if the motivation was prisiarily pecuniary. 
See Kccs. 
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Segmented Market Theories 
and Racial Discrimination 

There has always been some tension between economists' 
analysis of the earnings distribution generally and the analysis of the lower 
portion of that distribution. Explanations based on smoothly functioning 
competitive markets have been the historically important approach to the 
former and receive fairly impressive contemporary empirical support in the 
analysis of white earnings distributions in the United States. Explanations 
based on market segmentation have been a more frequent approach to the 
latter, particularly in recent years as marked racial differences in income 
have been documented. The purpose of this paper is to assess the usefulness 
of alternative versions of market segmentation theor>' as explanations of the 
main features of racial differences in economic status.* 

The crux of any theory of labor market segmentation is the mechanism 
or institutional barriers which truncate competition by precluding mobility 
between the various labor market segments. In discussions of race, some 
segmentation theories emphasize inequality in educational opportunity and 
are thus similar to discussions of noncompeting groups associated with Mill 
and Caimes. Others, of more recent vintage, postulate the existence of a 
dual labor market for blacks and whites which is a consequence of housing 
segregation, ghettoization, and employer discrimination. Each of the seg- 
mentation theories can be challenged on logical grounds, and there is sur- 
prisingly little systematic evidence on the actual operation of the institutional 
barriers tliat form the crux of these theories. 

In developing this analysis, recent econometric studies based on competi- 
tive labor market theory are first reviewed to illustrate both their usefulness 
in explaining portions of the observed variation in income and their apparent 
shortcomings. Next, the older segmentation theories are briefly reviewed 

* Assistant Pmfrssor of LaW Economics, Graduate School of Buslnpss. University of Chicago. 
» I am gratrftil to Lee Bonham, John Burton, Lloyd Ulman, and Arnold Weber for their 
comments on an earlier version of this paper. 
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and e^'aluated in terms of coutemporaiy evidence for racial minorities and 
the population at large. Finally, the validity of barriers associated with the 
newer dual labor market view is similarly assessed. Contrary to some of 
the predictions of this hypothesis, the evidence indicates that the returns 
to schooling and experience for blacks do not appear to be depressed by 
housing segregation. Instead, the important labor market barrier appears 
to be access to on-the-job training. The implications of this deduction are 
discussed in the conclusion. 

Competitive Analyses of Earnings Distributions 

In recent empirical research, two main approaches have been 
used to evaluate competitive labor market theory. In the fii-st, an equilibrium 
wage structure is postulated, and data are analyzed to determine if wages 
exhibit the predicted theoretical relationship to the explanatoiy variables. 
Alternatively, a model of disequilibrium behavior that corresponds with 
competitive assumptions is tested. Disequilibrium models postulate a wage- 
emplov-ment adjustment process which can then be testC'd with time scries 
data. \Vhi\c both approaches have b^iu^sedJnJhc-amdysis of U.S. -datar— 
the former is more common, and, as a pomt of departure, some of the find- 
ings from these studies are reviewed below. 

A competitive model of individual wage differences. 'Che theory of wage 
differences among individuals is grounded on the demand side in marginal 
productivity theory and on the supply side in human investment theory, 
yielding the result that an individual's wage should vary with the human 
capital investments made in him. In contemporary models, an individual's 
earnings are postulated to depend on the sum of his human capital invest- 
ments, which include schooling, on-the-job training, etc. ^ost-schooHng 
investments are difficult to specify explicitly in the labor force data normally 
available but may be presumed to be concentrated toward the j?arlier part of 
one's working life, when the number of future periods in w^hich a return 
on the investment can be collected is greatest. The fact tliat on-the-job 
training and other human capital investments decrease with age and expe- 
rience yields the characteristic curvature of age-earnings or experience- 
earnings profiles. Therefore, in studving the distrfbution of individual 
earnings, it is crucial to account for each individuals position in his life 
cycle. These considerations have led to the de\elopnient of the following 
model for the study of earnings distributions: 

(1) log gY. = log gYo + r,S + rkj - f 
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where log gY& k the logarithm of the income of individual i; n is the rate 
=of return to schooling, S; r is the rate of return on post-school human capital 
""investments; k is the fraction of post-school experience devoted to human 

capital formation;^ j is the potential number of years of post-school work 
frexperience (and human investment); and T is the span of the investment 

period This model was pioneered by Jacob Mincer in a study of individual 
"earnings differences among a large national sample of white males*^ In 

idincer*s work as much as two-thirds of the variance of the logarithm of 
^earnings is explained by this model with the addition of a weeks worked 

variable. 

This model of individual wage differences bears a strong resemblance to 
Adam Smiths famous explanation of occupational wage variation, since 
(me of the main costs of entering an occupation is die investment in training 
and education. It is> therefore, of interest to examine the power of human 
investment models in explaining the occupational wage structure. This is 
particularly relevant in a discussion of labor market segmentation, since 

-jhe occupational wage stmcture should be wealdy related to human capital 
investments if, for a given level. of education, diere are barriers to moving 
freely among occupations. Using data from the 1960 Census, a recent study 
by Rahm applied a model similar to equation (1) to 411 occupations. The 
regression results indicated that years of schooling and experience explained 
about 68 per cent of the interoccupational variation of the logarithm of 
annual income.^ When average aimual weeks worked in each occupation 
was added as an independent variable, the regression explained 75 per cent 
of the occupational wage stmcture*^ 

_ Althou^ these studies provide strong support for the aspects of competi- 
tive labor market theory that they test, they by no means imply that human 
investments are the only source of earnings differentials. Some 25 per cent 
of the occupational wage structure remained unexplained in the Rahm 
study, and a (naturally) larger proportion of the individual earnings distribu- 
tion was not explained by variations in schooling and potential experience in 



3 In i>ractice, it is not possible to identify r and k separately in this model. For an extremely 
thorouf^ review of the tlieoretical and empirical Issues leading to the development of the model, 
see Jacob Mfncen "Schooling, Age and Earnings," in National Bureau of Economic Research, 
Human CapUd and Pemnal Income DistrlhutUm ( forthcoming). 

^ Jacob Mincer, "The Distribution of Labor Incomes: A Survey with Special Reference to 
the Human Capital Approach,** Journal of Economic Literature, VIII (March, 1970), 1-26, 

^ Carl M. Rahm, tntestment in Ttainina and the 17,S. Occupational Wage Siruciure in 19S9 
(unpablifihed Fh,D. dissertation, Gohmibia University, 1971). 

A Interestingly, the regression coefficient on the weeks worked variable was ivnitive in 
Rahm's regressions, indicating that workers are paid less in those occupations whe;. employ- 
ment Is least certain, due to seasonal and cyclical forces. This observation conflicts with Smith's 
analysis, alUiou^ it is consistent with the dual labor market hypothesis discussed below. 
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Mincer's study. Moreover, the samples from which these results are gen- 
erated are often somewhat selective (e.g., Mincers consists only of white 
males). 

Noncompetitive earnings determimnts. Subsequent studies have con- 
firmed the importance of noncompetitive earnings detemiinants such as 
unionism and race. In particular, studies of wage determination ranging in 
aggregation from the firm to national averages persistently show the pay* 
ment of lower wages to blacks (and women) when individual differences in 
lumian capital are held constant.^^ Moreover, studies of racial earnings differ- 
ences indicate that the rate of return to schooling and achieven.ent is gener- 
ally lower and more unstable for blacks than for whites (at le;.st until the 
mid-sixties).* In terms of lifetime earnings experience, the age*eamings pro- 
file for whites of a given educational le\'el rises more or less continuously to 
middle age before declining, whereas the profile for blacks coincides witfi 
the white profile for the early years of labor market experience, but then 
flattens out.^ There is no shortage of hypotheses advanced to explain this 
dramatic result. 

The failure of black earnings to keep up with white earnings at later years 
of experience could result directly from the wage discrimination and occu- 
pational segregation documented in several studies. Occupational segrega- 
tion, tlie tendency of blacks and women to !)e employed more frequently in 
low-wage occupations than would !)e expected on the basis of human capital 
investment, is no doubt partK achieved via discriminator)* access to on-the- 
job training and segregated seniority lines, although some of the institutional 
arrangements which have been important historically will be increasingly 
difficult to maintain in the face of the Civil Rights Act of 1964. Another set 
of hyi>r .SOS suggests that unstable job habits among racial minorities 
result in then f^xclusion from training and promotion opportunities. What- 
ever the explanation, it is clear that the negligible returns to schooling and 
academic achievement interact with school enrollment decisions. Discrimi- 

^Sre. for example, J. Gwartnoy, "Kmployment DiscTfmination, Productivity Factors, and 
Incomo Differentials Between Whites and Nonwhites,** Ametican Economic Review^ LXI (Tunet 
1970) 39fM08: and David Tavlor, ''Discrimination and OccupaHonal Wage Diffeiences in the 
Mnrkt t for Unskilled I^ihor/* industrial and Labor Retations Review, XXI (April, 1968), 37S- 
390. 

^ Data coflected in 19W and later socm to indicate an encourajjing revenwil in the long- 
stundini; inverse relationship between the black»white income ratio and the level of €*ducational 
attainment and imply that racial differences in the rata of return to schooling may have nar* 
rowed over the past decade. See Finis Welch, **Black-White Differences in Returns to School- 
inj;.** in O. Ashenfelter and A. Rees, Discrimination in Labor Marhsts (Princeton, N. J.: Prince- 
ton I'niversity Press, 1973). 

^ S«»e, for'example, Robert Hall, **Why Is the Unempkyment Rate So High at Full Employ- 
ment?**, Brookings Papers on Economic Xctivay, 3, 1970. 
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nation in the labor market tends to feed back and lower the proportion of the 
jblack population seeking higher levels of schooling; and, once in school, the 
—Icnowledge that achievement has httle relationship to later market rewards 

removes the incentive for high perf ormance.* 

Evaluation. The empirical findings reviewed in this section demonstrate 
. the impressive results yielded by human capital models developed over the 
past decade in the analysis of labor markets. However, racial differences in 
—economic status imply imperfections in labor markets. Althou^ some of the 
racial earnings differences reflect discrimination in the allocation of educa- 
tion and other forms of human capital, the fact that the return to educa- 
tion is lower for blacks indicates that some of the barriers are unique to the 
labor market 

In the face of these obser\ation%, racial discrimination has been subjected 
to economic analysis using two primary approaches. One approach examines 
the implications of introducing prejudice into the utility functions of em- 
-^lo) ers. employees, and consumers.^** A second approach has been to invoke 
some theory of noncompeting groups or labor market segmentation w*hich 
ultimately rests on the existence of important institutional barriers to racial 
' equality. Although the problems with the utility analysis approach have been 
detailed elsewhere,^ ^ segmented^market h>^otheses have not been subjected 
to careful empirical scrutiny. In particular, there has been no systematic 
investigation of their applicability to racial discrimination. In the following 
sections, I briefly review these theories and confront them with modem 
evidence. 

—Labor Marl^t Segmentation 

The earliest hypotheses of noncompeting groups were some- 
thing of a reaction to the classic discussion of occupational wage differentials 
by Adam Smith. The first major treatment of individuals at the lower bound 
of die earnings distribution was provided by John Stuart Mill who found 
Smith s analysis ""tolerably successful,'* but felt that some qualifications were 
In order." Dissatisfied with Smith's claim that wages varied inversely with 



^Randall D. Waiss« **The Effect of Education on the Earnings of Blacks and Whites^ 
Bevtew of EcanomicM end SUUIsttcM, LII (May» 1970), 150-159. 

See Gary S. Beoker* Human Capttal (Sew York: Columbia University Press. 1964) and 
Kenneth Arrow, '"Economic Theory and Racial Discrimination^ Marshall Lectures, 1970» for 
—Important statements of a theory of discrimination which follows from recognizing the existence 
of hastes** to discriminate by empbyers and employees. 
1^ Arrow, op. eft. 

^2 J. S. Mill, PHnciples of Political Economy, Vol. I (Toronto: University of Toronto Press, 
196S). 
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tile agreeableness of the occupation, Mill argued that the most disagreeable 
jobs in society were in fact the lowest paid because they were "performed 
by those who have no choice." In Mills time» "no choice" was a euphemism 
for negligible education and skill, and, to a large extent, the plight of the 
poorest classes was, as Mill recognized, attributable to t^ « difficulties of pri- 
.vately financing the education of the poor in a period when widespread 
public education was in its infancy.'* On the basis of these observations. Mill 
developed one of the clearer early statements of segmented labor market 
doctrine in the literature: 

... so strongly marked [is] the line of demarcation, between the different grades of 
IalK>urers, as to be almost equivalent to an hei-editary distinction of caste; each 
employment being chieHy recruited from the children of those already employed 
in it, or in employments of tlic same rank within social custom.'^ 

Does occupational recruitment occur chiefly from within its own ranks in 
present times? Modem endence on Mill's proposition is found in .sociolog- 
ical studies of intergcnerational mobility in which the father s occupation or 
occupational status is compared to his son s. On the basis of an analysis of 
a representative sample of males interviewed in 1962, Blau and Duncan 
concluded that "there is a large amount of upward mobility in the American 
occupational structure. Upward movements far exceed downward move- 
ments, whether raw numbers, percentages, or departures from standardized 
expectations are considered."'* Blau and Duncan s data indicate substantial 
upward social mobility from low-status origins, and, further, other post-war 
studies show similar patterns in intergcneiational mobility for earlier dec* 
ades. For the population at large, parents are usually able to pass on at least 
their own socioeconomic position to their children. 

Therefore, the data from the male population at large do not bear out 

i»/Wd.,p.464. 

!♦ Cuimes later offered a sitnilnr theory, arguing that considerable labor market competition 
existed within sets of occupations with similar education and training rcquitements. but compe- 
tition was limited to layers of occupations requiring substantially di^rent human capital invest- 
ments. T. Caimes. Some Leading FHiiciples of PoUtical Ecotwmy, Newly Expomded (London: 
Mafmillan, 1874). 

>s Mill, op. cU., p. 460. Mill was also an astute observer of sex differentials, noting that 
(1) these were small when men and women worked together In the same employment, and (2) 
given extensive occupational segregation of the sexes, the more important question was why 
wages in "female jobs" were below those in male fobs of comparable skill. On the latter point. 
Mill, anticipating contemporary students of sex discrimination by 120 years, argued that tfie 
effect of sex discrimination was to exchido women ttoa many fobs, thus "overcrowding" tiiem 
into a few occupations and forcing the wages in those occupations down below what Inmvidualt 
with similar human capital investments could hope to receive. 

IS Peter Blau and Otis D. Duncan, The Americm Occupational Structure <New York: Wiley, 
1967), p. 77. 
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Mill's views on occupational recruitment On the other hand. Mill, who 
emphasized barriers to educatimi as the primary mechanism generating this 
result, presumably would not have been surprised at sudi a finding in an era 
of widespread public education. Nevertheless, the emphasis here is less on 
an underclass of poor than on die validi^ of a noncompeting ^oup defined 
by race. How does Mill's contention apply to blacks? Using data from the 
Blau-Duncan survey, Duncan vras able to construct condensed intergenera- 
tional mobility matrices for blacks and all others.^' Even for blacks, there 
was no evidence to support Mill's claims. Instead, the data indicated that 
irrespective of the social origin of a black individual (i.e., occupation of his 
fadier), he was likely to end up working in a lower manual occupation (oper- 
ative, service worker, laborer). No matter what the family's initial occupa- 
tional position, the combined operation of the educational system and labor 
matket tend to return sons to the bwer^skilled jobs in society. This is prob- 
ably the clearest illustration of a genuine vicious drde in economic status 
for blacks. 

Capikil market imperfections and discriminatory distribution of public 
expendiltwes. In the work of both Mill and Caimes, noncompeting industrial 
groups result from a standard form of capital market imperfection-the dif- 
ficulty of financing investment when collateral cauiot be offered. But for the 
white population, the intergenerational mobility data support the view that 
these factors are no longer important forces. However, Uie answer is some- 
what less certain for the bbck population, for "defective education" is 
alieady one obvious source of racial differences in economic status. The 
median years of schooling for whites exceeds that for blacks, and for eadi 
year of schooling blacks get less education, at least in the form of aptitudes 
captuied in standard adiievement tests. In many respects, diis resembles 
tihe classi<*al type of market segmentation. Indeed, where subpopulations are 
clearly identifiable by their race, the existence of public education is not 
sufficient to equalize access to educational opportunity, for public agencies 
can discriminate in the allocation of public expenditures.'* In the case of 
educational inputs, this type of discrimination is particularly feasible when 

irons D. Duncan, "Pattenu of Occupational Mobi% Arjong Negro Men," Demographi/, 
I (1968), h'W. 

1* For evidrace on the lebtionchlp between nee and the allocation of educational expendl- 
mm In laiffiB American dties, tee J. Owen. The Dittributijn of Educational Expenditurei in 
Laigs Americtti Clitiet," Jownd of Hvmon Re»ource$, VH (Winter, 1(172), 26-3& See also the 
wpoit by I. Coleman. C. Beny, and Z. Blum. WhUe and Bloefc Cofmt During the FM Ten 
SUn cf Woffc ExpeHeace: A SknubaneouM CottHderatlon of Occupattond Statw and Income 
Chmea, Report No. 123, Center for the Sodal Organization of Sdiools, Johns Hopklna Uni- 
yetOCf, December, 1971, whldh suggests diat racial differences in school resources are smaller 
Oan commonly assumed. 
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there is exteuiihe houjiiug segregation by race» as there is in most major VS, 
cities.'" This classieal soun-c of segmentation is also possible when educa- 
tional expenditures are finaneed by local pn)perly taxes, which are strongly 
correlated with the economic status of residents. 

Nevertheless, the classical view of segmentation does seem inadequate as 
a full explanation of the plight of racial minorities today. First, the lower 
rate of return to the seluwlinu of blacks is not fullv attributable to differ* 
ences in achiex enient per year of education, for blacks receive lower returns 
to schooling and achievement Secondly, studies of the determinants of aca- 
demic achievement indicate that (a) differences in the educational resources 
of white and black schools are not as large as formerly believed, and (b) the 
relationship Iwtween achievement scores and most measures of school re- 
sources is very weak.*' Thus, inec|ualities in the distribution of school re- 
sources are apparently not a major source of lower black achievement per 
year of school. However, the distribution of resources does influence the 
number of years of schooling ac(]uired and hence the lifetime income of an 
individual,-' but this docs not explain the rate of return per year of school- 
ing. Finally, recent evidence indicates that the link between .schooling and 
income 's far stronger than the link between achievement and income.''* 
Thus, the aspects of schooling which enhance market productivity- are appar- 
ently not captured in standard achievement test scores used in discissions of 
the quality' of education. These findings imply that more than capital mar- 
ket imperfections and the di.scriminat<>ry distribution of public expenditures 
are at issue. Labor market barriers must exist and play a role in any contem- 
porary market segmentation theory. 

Can a market segmentation theory explain racial dUicrimination? If a 
contemporary theory of labor market segmentation were to be applied 
successfully to the analysis of the labor market experience of blacks in the 
United States, it would have to Explain the following important features of 
racial discrimination: (1) the existence of a greater radal wage differential 
within occupations than can be justified by racial differences in human 
capital accumulation; (2) within educational groups, differences in age- 



Altomatively, in tMes in which the school system is generally of poor quality, parents tend 
to purchase more private education for their children. Relatively W Muiily income will gener- 
ally prevent blacks from exercising this option and will tend to develop noncompeting groups 
by a mechanism similar to MilTs. 
^ Coleman, et al, op, eit. 

« George Johnson and Frank Stafford. "Social Returns to the Quantity and Quality of 
Schooling, /ourmrf of Human Resources VIII (Spring, 1973), 139-155. 

»Zvi CHliches and William Mason. "Education, Income and Ability." Journal of Polltica 
Economy, LXXX (June, 1972), S74-S103. 
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earnings profiles; (3) the existence of widespread occupatioiiol segregation 
4>f blacks beyond what would be expected from differential investments in 
education; (4) the existence of racial unemploxniont differentials which, 
moreover, are not basically attributable Xi differences in the average length 
o£ time it takes to find or accept a Job. : 

In 1970, the average duration of unemplojinent for both jwhite and black 
males was 9.5 weeks, although the black male unemplt^ment rate (7.3 
per cent) was almost twice as high as the white male rate! (4.0 per cent).** 
Therefore, racial uncmplo^-ment rate differentials must krg^ly reflect a rela- 
tively high weekly incidence or flow of new unemploymonli among blacks." 

Since the incidence of unemployment (numbei of new unemployed work- 
ers per week as a per cent of die labor force), I», is defined as 
(2) L = «q -H 3y -i- vp 

where q is the quit rate, y is the layoff rate, p is the rate of' gross labor force 
entry, and a, ^, and v are parameters representing the propensity of each 
■source of turnover to incur unemployment, the emphasis in the explanation 
of racial-unemployment differentials shifts to the explanation of racial dif- 
ferences in the level of turnover flows (and the proportion of each flow 
incurring unemployment).^' By implication, a serviceable thcoiy of dis- 

S3 Among women, the average duration of unempIo>incnt is longer for blacki (8.6 weeks 
compared to 7.7 weeks for whites), but does not accoimt for the full racial unemptoyment rate 
differential. (Data arc from Paul O. Flaim and Paul M. Schwab. "Changes in Empro>Tnent and 
Unemployment," Special Lahor Force Report 129. U.S. Bureau of Labor Statixtics. 1971, Tables 
A-8 Olid A.14.) The existence of a racial diffen-nce in the duratirrti of imemploymeiii: for women 
only may surprise some observers in light of several studi<N which indicate that racial discrimi- 
nation is less severe among females. However, the duration of unemployment will normally 
reflect both empUiyer decisions ond the Job search strategy and choices of individuals. Since 
neater empkiyer racial discrimination against black females seems contrary to o»jher evidence, 
one must look to job search behavior as the explanation. One factor which may blay a role it 
tfie somewhat k»wer opportunity cost of time of black women relative to white fvomen. How- 
- ever, this factor should also work in the same direction for black men. The fijct thot black 
women are much more likely than white to bii the head of the family is apparenfly not an im- 
portant factor. See Hall, op. ctt. It is also possible that black A-omen have fewer lucrative non- 
maiket opportunities than black men and thus are less prone to drop out of the labor force 
when thw are unable to obtain a job immediately. Hall's regression results indicate, for ex- 
ample, that the effect of being young tends to inc.' black annual unemployment relative to 
white for females, but to greatlv reduce relative unempkiyment of blacks for maks (presumably 
due to labor fort* withdrawal). Finally, the rebtivefy high labor fcMrce narUcif ation «nd Job 
search of bkick wives is encouraged by the relatively kiw intt>me of black husbai^s. 

24 This inference is further supported by work experience data. In 1968, for 'example, 21.6 
per cent of the black population and 15.3 per cent of the white poputatton exi|erienced more 
Otan three spells of unempkjyment. The racial difference in frequency of unttmpkiyment is 
observed in virtually aU major cKt-upational groups. Sec V. Perella, 'Work Experience of Jw 
(bpi^tion in 1968, Speciat Lahor Force tUiport 115, U.S. Bureau of Labor Statistics, 1970, 
TwleC-4. 

as The relative importance to higher turnover fiows and hi{^ Maempbymeat probabilitlet 
it not known precisely and varies with changes in business conditions, but the avaibble frag- 
ments of evidence suggest both are important. Blacks (particularly males) have fewer average Job 
tenure than whites, implying greater turnover. See E. 0*Boyle, "Job Tenure of Workers, Jan- 
uaiy, 1968." Spt-cial labor Force R'tport 112, U.S. Bureau of Labor Statistics, 1969, Tabte B. 
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criminatioii must incorporate an explanation of racial turnover di£ferentials 
along with the other empirical regularities listed above. There are two types 
of theories, the dual labor market approach and the human investment ap- 
proach, representing quite different views of the labor market, which have 
been advanced to explain this eclectic set of labor market behavior. These 
are discussed in the following sections. 

The Dual Labor Market Approach 

One recent approach to the explanation of the foregoing 
observations is in Uie tradition of segmented labor market theory, but with 
different emphasis than the theories associated with British pohtical econo- 
mists of the nineteenth century. The dual labor market hypothesis focuses 
particularly on aberrant labor force behavior which is alleged to result 
from the existence of racial ghettos caused by housing segregation in major 
cities. One statement defines the dual labor market as: 

... a primarti market offering relatively high-paying stable employment, with good 
working co jrinions, chances of advancement and equitable administration of work 
rules; and a secondary market, to which the urban poor are confined, decidedly less 
attractiv e in all of these respects and in direct competition with welfare and crime 
for the attachment of the potential labor force. The high rates of unemployment, 
which are conventionally used to define the manpower problems of the disad- 
vantaged, are probably better understood as symptomatic of high tumovw in the 
secondary market.^ 

The fact that competition is presumed to exist within but not between pri- 
mary and secondarv markets resembles a feature of the older theories, but 
the dual market formulation moves further in that inaccessibib'ty of educa- 
tion is not stressed as the main barrier to movement between the two types 
of markets.^ Instead, barriers emphasized include £he culture of the ghetto 
itself and overt discrimination by white employers and labor unions. 



Furthennore, mnst econometric studies of interindustiy variations in quit and layoff rates 
indicate that both turnover flows tend to be lower where the proportion of whites Is high after 
controlling for other influences. See John Burton and John Pailcer, 'Interindustry Variations in 
Labor Mobility," Industrial and Labor ReUition$ Jlevfeu), XXII (January, 1969), 199-216; and 
Donald Parsons, "Specific Human Capital: An Application to Quit Rates and Layoff Rates," 
Journal of Politicd Economy, LXXX (November-December, 1972), 1120-1143. 

2« Michael Piore, "On-the-job Training in the Dual Labor Market: PubUc and Private Re- 
sponsibilities in On-the-Tob Training of Disadvantaged Workers," in A Weber. F. Cassdl, and 
W. Ginsberg, eds., Public-Private Manpower PoSckt (Madison, Wise.: Industrial Relations 
Researdi Association, 1969), p. 102. 

27 Residential se^gation does, however, facilitate discrimination in the allocation of public 
services, and one example is the generally inferior quality of schooling in black areas. This 
mechanism will tend to generate the type of "noncompeting group" stressed by Kf<U. 
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On the face of it» the approadi seems consistent with the diaracteristic^ 
of sacial economfc status listed earlier. That is, the hypothesis states that 
_ghetto life creates unstable work habits in the form of persistent turnover 

and absenteeism. Since these habits are costly to an employer^ ghetto resi- a 
dents will be paid less (even in the absence of employer prejudice) and a * 
racial wage differential will be observed. Secondly, employers will normally 
invest less in the training of a work force whidb may quit before an em- 
ployer can collect a full return on his investment. Since it is on-die-job 

- tuning (and complementary promotions) whidi imparts a curvature to age- 
eamings profiles, die relatively flat profiles for blacks can be related to die 
relatively small amount of training received, which is ultimately a function 
of an allegedly high propensity to quit among blacks. 

Neverdieless, some skepticism concerning the value of the hypothesis 
seems warranted on three grounds: (1) there are difficulties with die logic 
of die dual labor market model as it is typically outlined, (2) the coverage 
of the model is too limited to serve as an explanation of racial economic 
differences generally, and (3) some of the barriers emphasized in the model 
do not appear to operate as predicted. These difficulties wiU be discussed 
in turn. 

Logic of the mrdel. In the role assigned to the segregation of blacks into 
racial g|iettos, it is often difficult to separate cause and effect On the one 
hand, ghetto life is viewed as instrumental in the development of costly, 
unstable work habits, but, on the other hand, high turnover and absentee- 
ism are said to be encouraged by the nature of the jobs diemselves. The 
-market is alleged to be sufficient casual that erratic attendance merely 
results in die hiring of someone else from a labor pool Insubordination 
and petty theft are often accepted by employers. These descriptions beg 
the questions which normally occur to an economist If the descriptions are 
accurate, why does it pay employers to run their businesses in this manner? 
Is die unit labor cost truly lower than under an organization of work which 
would encourage more stable attendance? If the reason on die demand 

- side for the casual nature of employment is technobgical then by implica- 
tion die dual market is descriptive of only those operations whose tech- 
nolo^ encourages die use of a casual labor relationship, and the hypodiesis 
is therefore applicable to a very limited segment of black employment 

Limited coverage. Alternatively, the hypothesis can be examined from 
die supply side. If certain varieties of employment are inherently unstable. 
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why are blacks unable to move into jobs witli preferred characteiislics? 
Either the unsuitable (costly) personal characteristics are endemic to ghetto 
life, or there are other barriers which preclude movement into preferred 
**primary" jobs. Piore has argued that **the behavioral patterns fostered by 
secondary jobs are reinforced by *street-comer life, a life-style widely 
prevalent among low-income people in general and in the black ghetto in 
particular/*^ If, as the quotation maintains, costly job habits are fostered 
by the jobs tliemselves rather than by extreme residential segregation, the 
focus of the analysis should be on the barriers to acquiring primary sector 
jobs in the first place. 

Furthermore, it is by no means clear that "street-comer life * constitutes 
an hidcpetulent barrier to better employment. Wliile it is tme tliat street- 
comer life is compatible with welfare and illegitimate activity, the choice 
for these nonmarket activities presumably involves a comparison with the 
expected l)enefits from market activities. Nonmarket activity could be 
chosen over market activity if the income (weighted by the probabiUty of 
emplovTnent) that an individuals human capital can command in the mar- 
ket is less than the expected income from nonmarket activities (adjusted in 
the case of illegal activities for the probability of apprehension and punish- 
ment costs). \Vhen one recognizes that the market return will reflect w^age 
discrimination and employment segregation, it becomes clear that the em- 
ployment barrier may not be pei*sonal habits, but habits may be determined 
by the real barriers to market advancement. Employer discrimination can 
weight the choice toward nonmarket activity.^' Given the difficulties in the 
stnicture and coverage of the model, an appraisal of the measured impact 
of potential barriers such as housing segregation is in order. 

Predicted and actual behavior of labor market barriers. One way of test- 
ing the power of the dual market hypothesis is through an analysis of hous- 
ing segregation. "Primary** employers seek to avoid the phenomenon of 
extreme racial residential segregation because of the poor quality of work- 
ers such a condition fosters. If the dual market hypothesis has explanatory 
power, the incomes of blacks with a given amount of education and experi- 
ence should be a function of the extent of residential segregation in their 
neighborhood, for segregation becomes a proxy for costly work habits. 
Therefore, if the dual market hypothesis is valid, one would expect returns 

Piore, op. cif., p. 105 (emphasis added). 

.\nothor problem with the emphasis on str«?et*comer life in the hyportiesi;. is thut adoles- 
cents are the main group in which the bi*havior is observwl, suRgesHnR again that the coverage 
of th<> h\t>nthesis is t<K) limited to expLiu the geticrral characteristics of racial discrimination in 
the United States. 
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to the schooling and experience of blacks to be lower in highly segregated 
nei^borhoods because these returns are associated with less capital accu- 
.mulation. If the returns are independent of the degree of segregation, the 
sources of racial economic discrimination are more likely to be found in the 
behavior of labor market characteristics than in residential segregation. 

Such an analysis can be performed using the 1960 Census data for census 
tracts in major cities. Data on the labor forc^e status> income, education, 
age, etc., of nonwhite tract residents are available so tliat it is possible to 
estimate the relationship between income and several standard determi* 
nants for areas which differ in the proportion of black residents. Regressions 
of the following f orm^^ 

(3) lognYi = log nYo f axSCHOOLi + a^EXPi + tt.EXP^ + a4MARRYi + 
a UNEMPi + e 

were estimated from two samples of the population.^^ The first, or **segre* 
gatedr sample includes census tracts in which 85 to 100 per cent of the 
population is nonwhite, while the second consists of tracts in which 20 to 70 
per cent is nonwhite. 

This model was estimated on both samples of census tracts for Chicago, 
which is the most segregated large northern city in the United States, and 
Detroit, which is somewhat less segregated. The results of the regressions 
are presented in Tables 1 and 2. The striking feature of the Chicago regres* 
sions is the similarity of the results for the two samples which were chosen 
because they reflected different degrees of residential segregation. For each 
pair of regressions, the estimated rates of return to schooling are quite close 
in magnitude. Whatever the effects of residential segregation on the amount 



^Although it would be preferable to estimate the empirical cowiterpart to equation 
-iX) above (or s<»parate samples of tfuUviduah living in relative^ segregated and relative^ inte- 
grated neighbornoods^ the available data force several constraints on this aiudysis. The first 
is that die only data which permit distinctioas on the basis of residential segregation are for 
averages of residents in a census tract. A second problem is that the logarithm of famUy income 
must De used as the dependent variable, since earnings data for males and females are not 
available at the tract level. The individual return to schooling and experience is thus further 
obscured by the presence of multiple earners in various famiUes* In an effort to sepamte the 
Influence of multiple earnings from other determinants of family income, the variable MARRY, 
die proportion of the tract population which is married and living with a spouse, is added to 
~tfae Dasic model expressed in equation ( 1). Finally, the relative utilization of the tract labor 
Ibroe should influence the return to the residents' human capitaL In die absence of a we^ 
worked variable, the male unemployment rate for the tract (UNEMP) is used in ihe analysis* 
The derivation of this inoael yields the result that the constant teim of the equation 
win be the logarithm of the income of those with no huma*« capital investments, loe nYo. 
SCHOOL is me median years of schooling, EXPi is potential labor force experience (defined 
: ttt age minus vears of sdiooling minus ^ age of school entry) in tract i, and the EXP^ term is 
indimed so tnat the potential experience variable can enter the equation as a quadratic and 
replicate the characteristic slope of the income-experience profile. The other variables are de- 
fiiied in the text. When the dependent variable is the logarithm of income, as in equation (3)» 
the coefficient, ai, can be interpreted as the rate of return to schooling. 
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of schooling attained, the return to a given level of schooling is apparency 
not a function of the intensity of residential segregation experienced by 
nonwhites.'' With the addition of the MARRY and UNEMP variables, the 
return to schooling drops considerably, indicating diat for both samples 
much of the gross return to education measured in regressions (1) and (1)' 
is in the form of a higher probability of marriage and multiple earners as 
well as more sustained employment among more highly educated popula- 
tion groups. The quantitative effects of marriage and unemployment are 
also very similar in each sample." Hie potential experience specification 
has the expected signs but is not significant 

In the regressions for nonwhites in Detroit, each specification yields an 
estimated rate of return to sdiooling which is considerably higher in the 
segregated sample than the integrated sample (and higher than die esti- 
mates obtained &om the sample of segregated tracts in Chicago!).^ The 
estimates for the integrated s:unple again lose (heir statistical significance 
when the marriage and unemployment variables are added. Generally, the 
regression model performs better on the Detroit samples, with the potential 
experience specification attaining significance for the segregated sample and 
the unemployment rate now a significant depressant of family income in 
both samples. 



S3 Interesting^, it is onfy in the Memted sample that the statistical significance of <be 
estimated rate of return to education faw below nonnal standards with the addition of flie 
MARRY and UNEMP variables. 

33 The coefficients of MARRY indicate diat increasing the per cent of a census tracts popo* 
lation ^t is married and living widi a spouse by one percentage point is assodated widi amwoxt- 
mately a 2 per cent increase in the average family income in a tract Since the number of 
children per lamify in a tract will be negatively related to MARRY, die variable serves in part as 
a proxyfor female labor force participation in the reported regressions. 

34 The substentiaJty higher rates of return to stsooling in Detroit are apparently due to die 
availability to blades of primary jobs in the automobile Industry, desfrfte extensive housing 
segregation. Unlike Chicago, blade residential areas in Detroit are relatively dispersed and are 
generally located near major auto plants. This suggests that to the extent housing segregation 
has an influence on earnings, it is via the time and direct costs of information and tran^orta- 
tion to better jobs. 
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tliese results strongly indicate that /or a giaen set of characteristics the 
market productivity of blacks is apparently not depressed by the fact of 
ghetto residence (although the set of characteristics that an individual brings 
to the market is influenced by segregation). These results, thttrefore, do not 
appear to be consistent with dual labor market hypotheses which claim that 
unstable work behavior bred by ghetto life is the main barrier to jobs in the 
primaxy market Moreover, these results clearly show that whatever the 
forces that depress black economic status, they tend to depress tiie income 
of all blacks, irrespective of place of residence. 

The Human Investment Approach 

There is an alternative approach to the analysis of economic 
discrimination against blacks which emphasizes behavior in the labor mar- 
ket (rather than the allocation of public services) and does not depend on 
segmentation of the labor market by various uistitutional barriers. In this 
alternative framework, the tastes, and hence prejudices, of employers and 
workers can be accorded a direct role in the determination of racial eco- 
nomic status. 

The basis of this alternative is the distinction drawn in the theory of 
investment in on-the-job training between general training, which raises 
(he productivity of an individual in the labor market generally, and firm- 
specific training, which raises his productivity to the firm but not the market 
at large. Since market forces guarantee that an individual will receive the 
full return on any general training investment, the firm will not usually pay 
for such training, since there is no way of collecting a return by paying the 
worker less than he is worth in future years. When a worker is specifically 
"trained, however, his productivity is greater to the firm than to the market 
- It is, therefore, possible to pay the worker more than his alternative wage 
but less than his marginal product.^ 

The presence of specific training can have a substantial influence on the 
turnover decisions of firms and individuals. As pointed out in Beckers 
original analysis, if the firm pays for the entire investment and therefore 
attempts to collect the entire return by paying the worker his alternative 
(generally trained) wage, the probabiUty of suffering a capital loss from the 
quitting of trained individuals is relatively high. Conversely, if the indi- 
vidual pays the full training cost, and thus captures the full return by insist- 
ing on a wage equal to his marginal product he risks a capital loss due to 

83 The distinctions between general and specific training were first developed by Becker, 
op. dt., and have recently been elaborated with respect to quit and layoff behavior by Parsons, 
op, cH' 
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layoff during cyclical fluctuations. It becomes clear that the optimal arrange- 
ment is a sharing of the costs and returns of specific training by both parties. 
The proportions in which each party shares these costs depends in part on 
Uie sensitivity of quits to wages.^ 

Occupational segregation. We can now relate the elements in this theory 
to the observed features of racial differences in economic status in the 
United States. First, the age-earnings profile of any group of workers reflects 
the amount of human investment made over a Iffetime. Indeed, the tailing 
off of these profiles in later life reflects optimizing behavior— a decline in 
investment as the period of time over which a return can be collected 
diminishes. If training is viewed as the major post-school investment, the 
differences in profiles can be interpreted as indicating that for a given level 
of education, white incomes rise relatively steeply due to earnings incre- 
ments associated with specific on-the-job training, whereas black profiles 
are flat because blacks do not receive such training. Differences in training 
received over time alone could account for the growth in absolute wage 
differences between the races with age. Training, of course, is an important 
element in promotion, so that a further implication of this analysis is that 
whites move up a job ladder more rapidly than blacks (i.e., that training- 
induced promotions account for an important part of the different racial 
Iffetime earnings profiles). 

This interpretation of the differences in age-earnings profiles finds some 
support in recent empirical work. One study concluded that blacks invested 
less in on-the-job training than whites.*^ However, the method of this study 
restricted the conclusions to investments made by individuals— it was not 
possible to estimate the costs of training borne by firms. In a 1966 survey 
of men aged 45 to 59 years, 51 per cent of the whites but only 30 per cent 
of the blacks had received some post-school training.^ An alternative ap- 
proach would be to ask whether the effects of total on-the-job training, irre- 
spective of sources of financing, are observed for both races. As noted above, 
Ae vertical progress of a worker through the occupational structure is one 
indication of the existence of productive training investment A recent analy- 
sis of data from a retrospective survey of work history indicates that blacks 
do not move through the occupational structure as rapidly as whites. In- 
deed* the data indicate &at for whites increases in income over time axe 



M Hie conditions are developed at lengOi in Panoaf, op. dt. 
*T Jacob Mincer, The Distribution of Labor Incomes. . . 

MU.S. Department of Labor, Manpower Administration, The Pre-Retiretnent Yean, Man- 
power Research Monograph No. IS, 1970. 
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largely associated with occupational changes, whereas blacks tend to in- 
crease Uieir income within a given occupational category/"* 

Twnoter. In addition to providing an explanation for occupational segre- 
gation and the different age-earnings profiles of whites and blacks, the 
theory of specific training investment can simultaneously explain the differ- 
ences in turnover behavior that are the main source of racial unemployment 
rate differentials. To the extent that specific capital investments raise a 

: worker s wage above what he can receive in other firms, but raise his margi- 
nal product to his present employer above his wage, tlie incentive for the 
worker to quit and the firm to lay him off in tiie face of small demand fluc- 
tuations, is greatly reduced. Therefore, this dieory also yields the prediction 
that those with die least amount of specific training would have the highest 
turnover rates, on the basis of standard economic motivations alone. By 
implication, the unemployment associated widi turnover would raise the 
unemployment rate for diose widi little specific training. 

Thus, once differences in specific training occur, they appear to explain 
many of the most commonly observed racial differences in economic be- 
havior. Nevertheless, this theory faces one major di£Bculty— it does not as 
yet explain why blacks apparently receive less specific training tiian whites. 
From the employer s point of view, the decision to finance specific training 
would depend on the expected employment stability of a prospective 
trainee. With respect to financing the specific training of blacks, t»'o com- 
ments may be made. First, there is remarkably little knowledge as to 
whether blacks are inherently less stable workers than whites. The role of 

■ race variables in interindustry quit rate studies does not provide a reliable 
guide because die existing studies do not consider the role of discrimination 

~ ~ in turnover behavior. For example, econometric quit rate studies generally 
show a strong inverse relation between die quit and wage rates. At the same 
time, odier studies persistendy find evidence of wage discrimination against 
blades. When we note that blacks experience wage discrimination and seem 
to have a somewhat higher average quit rate than whites, have we learned 

- anything about cause and effect? 

- The second point is that when empbyers are uncertain about the em- 
pbyment stabiUty of job applicants, they can generally protect themselves 
against capital loss by shffting a larger proportion of the training costs and 

- fetums to die trainee, m4io then accepts a lower wage during die training 



^ Coleman, et ol, op. cU. 
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period but receives a higher post*training wage than would have been paid 
if the firm financed a larger proportion of the training.^^ 

Summary and Conclusions 

The purpose of this paper was to review the relevance of 
received labor market segmentation theories to the analysis of racial differ- 
ences in economic status. The models advanced by nineteenth century Brit- 
ish political economists do not seem appropriate in their most stringent 
form. Occupational heredity is no longer as pervasive as these economists 
believed, and a minimum quantit)' of education is now available to alL 
Nevertheless, the older models of noncompeting groups, resting as they 
did on inequality of educational opportunity, clearly have some relevance 
for the plight of blacks in the United States today, aldiough the mechanisms 
producing inequality are different. Presently, it is the inferior quality of 
education allocated to the black population of urban ghettos, which repre* 
sents the major difference in educational opportunity and tends to discour* 
age investment in schooling by blacks. Recent evidence suggests that the 
relative quality of black education in urban ghettos of large northern and 
southern cities is lower than in the less densely populated areas of the 
South where racial differences in educational resources were traditionally 
viewed as most extreme/^ Indeed, inferior educational opportimity and 
inferior access to other public services may be the major cost to 1)laeks of 
residential segregation, for the returns to a given level of education do not 
appear to be sensitive to the degree of segregation, as some contemporary* 
segmented market theories suggest 

Nevertheless, empirical studies repeatedly indicate that racial economic 
discrimination involves more than differences in educational opportimity. 
Elements of the labor market play an independent role. But here the evi- 
dence reWewed alrave reveals a paradox: although there is a definite racial 
dualitv in economic status, institutional barriers which are commonly cited 
in defining a dual labor market do not appear to play their assigned role. 
Instead, the evidence indicates that the major market barrier to racial 
equaUty in economic status is lack of access to specific on-the-job training. 
This places the burden of discrimination within the firm and requires that 

InttTestin^ly, the possibiltty for this type of behavior is now drcumscribrd by the Civil 
Rights Act of 1964 ami several state fair employment practice laws as well, for if the ©m- 

f»lover develops a different strategy for flnandnc training by race* wages will differ by race 
or' a given amount of training. For example* tf the emplc^rer lequirec blades to pay (ur a 
higher proportion of training than whlteis, they will receive a lower wage than white tratoeei 
during the training period and a higher wage than whites thereafter. This does not, of ooui«e, 
explain racial differences In specific training uiat preceded these bws. 

41 L. Weiss and ]. Williamson. "'BtacK Education, Earnings and Interregional Migratloos 
Some New Evidence, Amfkon Economic BeoieWp LXIII (June, 1972), 372-383« 
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a dual market theory explain the persistence of barriers to training when 
competitive forces would normally work to integrate a firm at all occupa- 
tional levels for which both races could qualify. White prejudice and black 
work habits are frequently cited and possibly complementary explanations. 

If die barrier is the prejudice of white employers and employees, projec- 
tions of the future relative economic status of blacks require some knowl- 
edge of the determinants of prejudice. Although far from complete, current 
knowledge suggests optimism regarding the direction if not the magnitude 
of change. Prejudice, as measured by tlie degree of wage discrimination, is 
greater in the South and in states with relatively large foreign-bom popula- 
tions and is inversely related to the per capita income level of a state.^ 
Therefore, the migration of blacks from the South, increasingly restrictive 
U.S. immigration laws, and economic growth should generally reduce preju- 
dice over time, while enforcement of the Civil Rights Act of 1964 should 
mitigate some of the more blatant consequences of prejudice. 

There is even less prejudice on racial differences in work habits. The stud- 
ies reviewed in this paper indicated that blacks appeared to have somewhat 
higher turnover than whites, although the empirical analysis did not support 
the hypodiesis that housing segregation is an independent source of insta- 
bility. Nevertheless, the possibility that Instability is induced by wage 
discrimination and occupational segregation remains an open question until 
the feedback relations between discrimination and black employee turnover 
behavior are ascertained. 



*3 Robert J. Flanagan, "Racial Wage Discrimination and Employment Segregation,** Joumd 
of Human Resources, Vlll (Fall. 1073). 



